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MULTIFAMILY HOUSING: 

MORE ACCESSIBLE HUD DATA 
COULD HELP EFFORTS TO PRESERVE 
HOUSING FOR LOW INCOME TENANTS 


Tuesday, July 20, 2004 

U.S. House of Representatives, 

Subcommittee on Housing and 
Community Opportunity, 
Committee on Financial Services, 

Washington, D.C. 

The subcommittee met, pursuant to call, at 10:07 a.m., in Room 
2128, Rayburn House Office Building, Hon. Robert Ney [chairman 
of the subcommittee] presiding. 

Present: Representatives Ney, Green, Hart, Tiberi, Waters, Lee, 
Capuano, Frank (ex officio) and Scott. Also present was Represent- 
ative Emanuel. 

Mr. Ney. [Presiding.] The subcommittee will begin, and we will 
entertain opening statements — I will begin mine — as members 
come in. That way, we will get this sitting out of the way and, 
hopefully, give us more time for the panelists. 

This morning, the Housing Subcommittee meets to discuss the 
January 2004 General Accounting Office report dealing with the 
preservation of this country’s affordable housing units. 

Beginning in the 1960s, the federal government began to contract 
with the owners of privately owned multifamily buildings to in- 
crease the number of units available to low-income renters. Offer- 
ing voluntary incentives to prevent the erosion of the country’s af- 
fordable housing units was another enticement to further encour- 
age the development of affordable housing for low-and moderate-in- 
come people. 

Many of these mortgages for these developments have or will 
soon reach contract maturity. In addition to contract maturity, 
tight rental markets, low fair market rental levels and landlords 
who are choosing to opt out of the programs are reducing the sup- 
ply of available housing for the program participants, which, I 
think, of course, will be creating a problem. Thus, many Americans 
living in these at-risk developments could find themselves unable 
to find affordable housing. 

Properties subsidized under the programs represent a significant 
source of affordable housing across the country. Many of the com- 
mitment periods will be completed within the next 10 years. When 
owners pay off mortgages, in most cases, the subsidized financing 
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ends and so does the requirement, and that requirement, of course, 
is to keep those units affordable. 

This raises the possibility that rents will increase. In many 
areas, families simply cannot find an affordable place to live, so I 
think we have to look for ways to keep these units affordable and 
also, obviously, available. 

In December of 2002, Chairman Oxley and Ranking Member 
Frank requested that the General Accounting Office conduct a 
study of the preservation of low-income housing rental develop- 
ments that are scheduled to reach maturity in their mortgage. 

The GAO report states that over the next 10 years, low-income 
tenants in over 101,000 units may have to pay higher rents or 
move to more affordable housing when HUD-subsidized mortgages 
reach maturity, and, of course, the question would be: Where would 
they move to find affordable housing? 

Nationwide, 21 percent of the subsidized properties with HUD 
mortgages are scheduled to mature through 2013. This is a signifi- 
cant portion of this country’s affordable and available housing 
stock. 

While HUD does not offer incentives to keep properties afford- 
able after mortgage maturity, there are a variety of programs 
available to States and localities to assist them in keeping these 
properties affordable, such as CDBG and HOME. 

The trick is for States and localities to have this information, I 
think, in a timely manner so they have sufficient time to use the 
tools and the incentives available to them that we already have to 
help keep the properties affordable. 

Today, families across this nation often find it difficult to find de- 
cent affordable housing where they live. Policemen, firemen and 
schoolteachers can no longer live where they work. 

That is why we have to work together to preserve our existing 
stock and to find ways to work with private groups, state and local 
governments and businesses to determine how best to provide af- 
fordable housing to low-and moderate-income families. 

Now is the time, obviously, to begin to talk about this, find out 
the facts and try to get some solutions. That is the purpose of to- 
day’s hearing. 

And, with that, I yield to the gentleman from Massachusetts. 

Congressman Frank? 

Mr. Frank. Mr. Chairman, I appreciate your calling this hearing. 

The housing crisis that we face is a very serious one. There are 
problems in our economy, problems of people not being able to af- 
ford basics that we think every American should be able to have, 
which are alleviated when we have economic prosperity. Jobs, ris- 
ing wages, those things do a great deal to help. 

Housing, sadly, in some parts of the country is less beneficially 
affected. Obviously, it helps when the economy improves, but, in 
fact, the very prosperity that we enjoyed in the 1990s exacerbated 
the housing crisis in many parts of the country, and it is particu- 
larly relevant to today. 

I know there are people who like to argue that the rising tide 
lifts all boats, but if you are standing on tiptoe in the water be- 
cause you cannot afford a boat, the rising tide is not good news. 
Or if you do not own the boat, but you are temporarily in it be- 
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cause you are paying a certain amount of money and somebody else 
can outbid you, you can go over the side. We are talking now about 
a problem of people being tossed over the side because of that very 
rising tide. 

Enough metaphors. It is getting too complicated. 

Here is the problem: We subsidize housing in a very sensible 
way. People who oppose federal efforts in the housing area often 
point to the mistakes we made — Codigo, Cabrini Green, Columbia 
Point, the large excessively institutional warehouses for large num- 
bers of low-income people with no services. The poor people did not 
ask to be put there. The society did that because that was the 
cheapest way to kind of ease our conscious pangs. 

But we learned that that was not a good idea, and one of the 
things we have done is to harness the private sector in a very use- 
ful public-private cooperation through various programs, 221(d)(3) 
below market interest rate program, 236 program and other forms 
of subsidy. 

Now, in many cases, obviously, that housing was built in areas 
that were not quite so desirable, and the veiy prosperity that we 
all welcomed has made some of the areas which used to not be so 
desirable much more desirable. 

The South End in Boston, when I got involved in Boston govern- 
ment 35 years ago, was not a great place to live. Today, it is a very 
high-end place to live. Now we built a lot of housing in the South 
End, subsidized housing, for people of low and moderate means. 
They now can be priced out. 

In other words, if we do not act, the very prosperity that we wel- 
come will become a source of displacement for many low-income 
people. 

We have budget problems. We want to do things as economically 
as possible, as inexpensively as possible without minimizing qual- 
ity. It seems to me overwhelmingly clear preserving existing units 
of affordable housing per dollar is by far the best way to deal with 
the housing stock problem. 

I think we need to go beyond that. I think we should get back 
into a production program. But it ought to be the minimum that 
we could agree on, that preserving existing affordable housing is 
not only the least expensive financially, it is the least expensive so- 
cially. We are talking about people not being displaced. 

Now we recognize that the owners have a constitutional right to 
the terms of the contracts into which they entered. We cannot 
order private owners to breach the terms of their contracts. It, 
therefore, becomes important for us to work together with the ten- 
ant groups, the owners, state and municipal officials cooperatively 
to try to preserve this housing. 

By definition, by the way, we are going to be talking about hous- 
ing with high consumer satisfaction because if we were talking 
about properties that are unattractive that no one wants to live in, 
there will be no concern about preserving them. They will not be 
the ones that could be rented out more expensively. 

So this is, Mr. Chairman, as you know, a very, very important 
subject. It is one that calls for us all to work together cooperatively 
with the private sector, with tenant groups, with state and local 
governments, and I believe a relatively small amount of money per 
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unit will go further to preserving affordable housing here than any- 
where else. 

One last point: We all pay tribute to the notion of 
deconcentrating poor people, of integrating our society, of avoiding 
the segregation of poor people by economics and, to some extent, 
by race. If we lose the current stock of affordable housing because 
the neighborhood gets more desirable, we will be perpetuating that 
trend. 

We ought to welcome this and say, Wes.” Isn’t it an important 
thing to our society and our goal of integration economically, ra- 
cially and every other way that as various neighborhoods change 
character, as they become places where wealthier people will want 
to live, we will preserve within those neighborhoods areas where 
lower-income people can live? That is the best way to achieve this 
goal. 

So, Mr. Chairman, in this, as in other things, I am very appre- 
ciative of the willingness you have had to take the lead in trying 
to discharge our housing obligation. 

Mr. Ney. I want to thank the gentleman from Massachusetts. 

The gentleman from Wisconsin, Mr. Green. 

Mr. Green. I have no opening statement, Mr. Chairman. 

Mr. Ney. The gentleman from Georgia, Mr. Scott. 

Mr. Scott. Thank you very much, Mr. Chairman. 

To you. Chairman Ney, and Ranking Member Waters, Ranking 
Member Frank, I want to thank you for holding this important 
hearing today regarding affordable housing preservation. 

There is an extraordinarily great need for this nation to preserve 
the existing inventory of federally assisted housing. 

For about 50 years, HUD has subsidized the development of 
about 1.7 million low-income rental units by offering property own- 
ers favorable mortgage financing, long-term rental assistance con- 
tracts or both in exchange for owners’ commitment to house low- 
income tenants for 20 to 40 years. According to the GAO, over 
193,000 subsidized units will be lost in the next 10 years when the 
mortgage matures and the mortgage subsidy and low-income af- 
fordability restrictions related to the property terminate. 

About 77 properties, or 26 percent, of subsidized properties in 
Georgia alone are scheduled to mature by the year 2013. Owners 
will be permitted to raise the rents for units not covered by a rent- 
al assistance contract to market levels. Approximately 200,000 in- 
dividuals in 101,000 units with no other subsidy attached to the 
property will be at risk of paying higher rents because there are 
no existing tenant protections, such as enhanced vouchers, to pro- 
tect the tenants from paying higher rents or being evicted when 
the mortgage matures. 

To help address these concerns, I have signed on as an original 
co-sponsor of H.R. 4679, the Displacement Preservation Act of 
2004, and I want to thank Ranking Member Frank of Massachu- 
setts for his sterling leadership on this critical issue and this im- 
portant piece of legislation. Our bill H.R. 4679 will maintain the af- 
fordability of units and protect tenants in these units in cases 
where owners choose not to adhere to the existing affordability re- 
strictions upon mortgage maturity. 
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I believe that this committee and HUD should continue to focus 
on the overall problem of the lack of affordable housing in America. 
To that end, I am also a co-sponsor of the National Housing Trust 
Fund, H.R. 1102, which will provide funding for 1.5 million units 
of affordable housing over the next 10 years. 

I also am concerned with the loss of $1.6 billion from the Section 
8 housing voucher program. Last week, our Financial Services 
Committee held a hearing on homelessness. Every one of the wit- 
nesses on the panel agreed that cutbacks in Section 8 vouchers will 
contribute to an increase — a dramatic increase — in homelessness in 
this country. 

What could provide better assistance to help families become 
self-sustaining than helping them with rental assistance? These 
cuts are misguided, and they should be reversed. 

Thank you, Mr. Chairman, and I look forward to the panel’s tes- 
timony. 

Mr. Ney. I want to thank the gentleman from Georgia. 

Gentlelady? Ranking Member Ms. Waters? 

Ms. Waters. Thank you very much, Mr. Chairman, for sched- 
uling this hearing to consider both the recent GAO report that 
Ranking Member Frank and Chairman Oxley requested on afford- 
able housing preservation and H.R. 4769, the Displacement Preser- 
vation Act of 2004, a bill offered by Mr. Frank that I am proud to 
have co-sponsored. 

Mr. Chairman, as Mr. Bodaken correctly observed in his pre- 
pared testimony, the nation’s supply of decent affordable housing 
for the poor and elderly does not meet the demand for such hous- 
ing, yet the Bush administration has no real production program 
to create additional affordable housing, and it also has taken many 
steps that jeopardize the Section 8 program. 

These dire circumstances make it all the more urgent that we 
preserve our existing inventory of federally assisted affordable 
housing. We must do all that we can to prevent the loss of any af- 
fordable housing units. Yet the recent GAO report, the April 2004 
report of the National Housing Trust and the testimony of our wit- 
nesses today will clearly demonstrate that we are, indeed, failing 
to do so. 

The April 2004 report of the National Housing Trust establishes 
that 300,000 project-based affordable units have been lost in the 
past 8 years. The additional vouchers funded during this time pe- 
riod to prevent displacement of tenants have not been sufficient to 
prevent a loss of affordable housing. The National Housing Trust 
estimates that there has been a net loss of at least 74,000 rental 
subsidies between 1995 and 2003. 

Mr. Chairman, there is every reason to believe that this problem 
will worsen as more mortgages mature if we do not act decisively 
to address it. As the recent GAO report observes, HUD does not 
offer incentives to keep properties affordable upon mortgage matu- 
rity, and tenants in over 101,000 units without rental assistance 
are at risk of paying higher rents after mortgage maturity because 
no requirement exists, such as enhanced vouchers, to protect ten- 
ants when HUD mortgages mature. 

According to the GAO, over 193,000 subsidized units will be lost 
in the next 10 years when the mortgage matures and the mortgage 
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subsidy and low-income affordability restrictions related to the 
property terminate. 

Tenants who live in units financed through Section 221(d)3, 
Below Market Interest Rate program, or Section 236 program will 
risk having to pay market-level rents when the mortgages for these 
properties mature because these units have no rental assistance 
contract attached to them. 

Mr. Chairman, with the administration’s support, a total of $703 
million in Section 236 funds have been rescinded in the funding 
year 2004, funding year 2003 appropriations and in the funding 
year 2002 supplemental appropriations bill. These were funds that 
were authorized for the rehabilitation of low-income subsidized 
housing units that could have been used to preserve the supply of 
affordable housing. 

In its funding year 2005 budget, the administration compounds 
the prior injury by proposing to rescind an additional $675 million 
in funds previously appropriated for Section 236 subsidized housing 
projects. H.R. 4679 would help to preserve affordable housing 
where the owners of Section 221(d)3 or Section 236 properties 
chose not to observe prior affordability restrictions when the mort- 
gages matured. 

It would make low-and certain moderate-income tenants in units 
not covered by rental assistance contracts eligible for enhanced 
vouchers if owners choose not to continue the affordability restric- 
tion. It would require notice to tenants at least 9 months prior to 
mortgage maturity, if an owner chooses not to maintain afford- 
ability restrictions when the mortgage matures. 

Finally, the bill would authorize the use of $675 million in Sec- 
tion 236 funds targeted by the administration for rescission to pro- 
vide one-time rehab grants to owners, one-time grants to help non- 
profit organizations purchase properties and continue them as af- 
fordable and to make annual payments to owners to cover the dif- 
ference between subsidized and market rents for low-income and 
certain moderate-income tenants. 

Affordable housing preservation initiatives, like H.R. 4679, are a 
cost-effective method to maintain our affordable housing stock, 
while avoiding the “not-in-my-backyard” problems that sometimes 
attach to new housing projects. I urge my colleagues to support 
H.R. 4679. 

And, finally, Mr. Chairman, when you factor in the impact of the 
proposed cuts to the Section 8 program on affordable housing in- 
ventory, it is clear that we will continue to lose units at a rapid 
rate if we do not act to remedy these ongoing problems. 

HUD must do more than simply take steps to make data about 
properties with maturing mortgages more accessible to the public. 
They need to fund the preservation of these units. 

I thank you, Mr. Chairman, for allowing me to enter this state- 
ment into the record, and I know that you want to continue with 
the testimony from our witnesses today. 

[The prepared statement of Hon. Maxine Waters can be found on 
page 39 in the appendix.] 

Mr. Ney. Without objection. 

Any additional opening statements? 

The gentlelady from California? 
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Ms. Lee. Thank you, Mr. Chairman. 

Let me thank you and Ranking Member Waters, Ranking Mem- 
ber Frank for convening this very important hearing to review the 
GAO findings from the recent report on preservation and data col- 
lection of privately owned affordable rental units for low-income 
tenants. 

This report and hearing is very important because it highlights 
the harsh reality of HUD’s lack of State and local data collection, 
its poor recordkeeping and really very dismal efforts to track pri- 
vately owned subsidized properties where our most vulnerable fam- 
ilies live. 

As we all know, the need to preserve the nation’s existing inven- 
tory of federally assisted affordable housing is critical. As more and 
more families fall victim to our economy in terms of losing jobs, los- 
ing their health care and much more, we must do everything we 
can do to protect their basic shelter. 

If we cannot pass simple legislation to create a national afford- 
able housing production program similar to H.R. 1102, the Na- 
tional Affordable Housing Trust Fund, the least we can do is to 
maintain, preserve and work in conjunction with landlords to keep 
people in the limited affordable housing that we currently main- 
tain. 

Unlike the administration’s efforts in terms of its efforts to cut 
affordable rental housing by block-granting the Section 8 program, 
I fully support legislative fixes that will keep families in their 
homes. It is this committee’s obligation to change the current direc- 
tion of HUD policies toward the poor and moderately incomed indi- 
viduals and families. 

Homeownership or homelessness is not the option families 
should have to face. Instead, we must invest in affordable rental 
programs like Section 8, Section 202, Section 221 and Section 236. 

The problems that we are discussing today can be fixed in the 
short term by passing H.R. 4679, the Displacement Prevention Act 
of 2004. 

Ranking Member Frank’s legislation realistically uses $675 mil- 
lion in previously appropriated housing rescissions for one-time- 
only grants to owners for rehabilitation of affordable properties in 
desperate need of repair. 

The $675 million could also be made available for non-profit or- 
ganizations to purchase properties in order to keep them afford- 
able. 

Lastly — and probably most importantly to owners — this funding 
can cover the difference between subsidized and comparable mar- 
ket rents in the area. 

This legislation is realistic and a good first step to looking at the 
problem of national affordable rental units. 

So I wish we actually were discussing the National Affordable 
Housing Trust Fund today, but I am sure that many of the wit- 
nesses here will provide all of the background as to why we need 
to preserve the current housing stock and create a national produc- 
tion program. The housing bubble in many of our communities is 
bursting, and we must act now to protect those who are most vul- 
nerable. 
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I look forward to the testimony of our witnesses, and I want to 
thank you again for convening this hearing, Mr. Chairman. 

Mr. Ney. I thank the gentlelady. 

Are there any additional opening statements? If not, we will 
move on to the panel. 

The first member of the panel is Mr. David G. Wood, director of 
financial markets and community investment. General Accounting 
Office, and the second is the Honorable John C. Weicher, Assistant 
Secretary, Housing/Federal Housing commissioner, U.S. Depart- 
ment of Housing and Urban Development. 

I want to welcome both of you, and we will begin with Mr. Wood. 

STATEMENT OF DAVID G. WOOD, DIRECTOR, FINANCIAL MAR- 
KETS AND COMMUNITY INVESTMENT, GENERAL ACCOUNT- 
ING OFFICE 

Mr. Wood. Thank you, Mr. Chairman, and thank you for inviting 
me today. 

Our report to Chairman Oxley and Ranking Member Frank on 
properties with HUD mortgages scheduled to mature over the next 
decade provides information in three areas: first, the scope of the 
issue in terms of the numbers of properties affected, their location 
by state and other characteristics; second, the impacts that low-in- 
come tenants may experience as a result of maturing HUD mort- 
gages; and, third, tools or incentives available from HUD, states or 
localities that could be used to preserve affordability for low-income 
tenants. 

Regarding the scope, I will briefly note a few highlights. Using 
HUD’s databases, we identified a total of 2,328 properties with 
HUD mortgages that are scheduled to mature by December 31, 
2013. These properties contain over 236,000 rental units, slightly 
over half of which are subsidized with project-based rental assist- 
ance provided by HUD, and every state has at least a few of these 
properties. The range is from three in Vermont to 273 in Cali- 
fornia. 

We found that the potential impact on tenants could vary at 
these properties. Among other things, the impact may depend on 
protections against rent increases, if any, that may exist and own- 
ers’ decisions regarding the use of their properties. 

A little over 134,000 of the units of these properties are covered 
by rental assistance, mostly project-based Section 8. As long as the 
rental assistance contract covers the unit, the tenant is basically 
shielded from any increase in rent, even after the mortgage ma- 
tures. If the rental contract expires and property owners decline to 
renew them, often referred to as opting out, then tenants of rent- 
assisted units are generally eligible for housing vouchers, which 
help pay the rent at their existing units or at other units. 

Meanwhile, over 101,000 units in properties with HUD mort- 
gages scheduled to mature by 2013 are not covered by rental assist- 
ance. No statutory requirement exists to protect tenants in these 
units from increases in rent after the HUD mortgages mature. 
Thus, tenants of those units could face having to pay higher rents 
or moving. 

The impacts on tenants will depend not only on protections 
against rent increases, but also on property owners’ decisions after 
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their HUD mortgages mature. Such decisions could be affected by 
a number of factors, including the income level of the property’s 
neighborhood, the physical condition of the property, and the own- 
er’s mission. 

Profit-motivated owners, for example, may find it desirable to 
turn a building into condominiums or rental units for higher-in- 
come households. On the other hand, non-profit owners, which own 
about 38 percent of the 2,328 properties, generally have a mission 
of providing housing affordable to lower-income households. 

At the time of our study, the HUD mortgages on 32 properties 
had matured. Half of these properties had units covered by rental 
assistance contracts, thus shielding those tenants from rent in- 
creases. 

We were able to contact 10 of the remaining properties and found 
that all were still offering rents affordable to low-income tenants. 
However, because of the small number, we do not know the extent 
to which these properties are indicative of properties with mort- 
gages yet to mature. 

Our survey of state and local agencies showed that a number of 
tools or incentives might be used to preserve the affordability of 
properties with maturing HUD mortgages. However, the survey 
also clearly showed that this was an issue not on the radar screen. 
In fact, most agencies do not track the status of HUD properties. 

For example, about three-quarters of the 226 agencies that re- 
sponded said that they do not track the maturity dates on HUD 
mortgages, and over half reported that they have no tracking sys- 
tem to systematically identify properties that are eligible to leave 
HUD’s subsidiary programs. However, a number of respondents 
said that it would be helpful and useful to have this information. 

Accordingly, we recommended that HUD take steps to make its 
data more available to help state and local agencies track sub- 
sidized properties that are eligible to lead HUD’s programs. As an 
example of one approach, we also developed an interactive CD- 
ROM containing a database of the properties included in our study, 
which may be searched using a variety of criteria, including mort- 
gage maturity date. 

Mr. Chairman, that concludes my prepared remarks, and I will 
be happy to answer any questions you have. 

[The prepared statement of David G. Wood can be found on page 
132 in the appendix.] 

Mr. Ney. I want to thank the gentleman. 

Mr. Weicher? 

STATEMENT OF HON. JOHN C. WEICHER, ASSISTANT SEC- 
RETARY, HOUSING/FEDERAL HOUSING COMMISSIONER, U.S 

DEPARTMENT OF HOUSING AND URBAN DEVELOPMENT 

Mr. Weigher. Thank you. Chairman Ney, Ranking Member Wa- 
ters, Ranking Member Frank and distinguished members of the 
subcommittee, and, on behalf of Secretary Jackson, thank you for 
inviting the department to testify this morning. We appreciate this 
opportunity to provide the committee with the department’s com- 
ments on this GAO report. 

This administration is firmly committed to preserving affordable 
housing. Historically, HUD’s subsidized rental projects have had 
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rent affordability requirements for a fixed term. In recent years, 
the department has worked with Congress to create incentives to 
maintain affordability if the rental assistance contract expires. 
Some of these incentives programs have extended the affordability 
restrictions beyond the maturity of the insured mortgage. 

To date, the department has been very pleased with the success 
of these programs in preserving the affordable housing stock. 
Under this administration, the department has preserved the af- 
fordability of over 2,000 projects with about 200,000 in the Mark 
to Market, Mark Up to Market and Section 236 decoupling pro- 
grams. 

Although these programs do not directly address the termination 
of the affordability requirements resulting from mortgage maturity, 
the GAO reports shows that they are, in fact, preserving affordable 
units for an extended period beyond the original maturity date. 

The Section 202 prepayment program also promotes long-term 
affordability. Owners can refinance the loans and obtain funds for 
modernization in return for keeping the affordability use restriction 
until the maturity of the original loan. 

To promote preservation of these affordable elderly housing 
projects, the department has announced that we will allow these 
loans to be underwritten at the current Section 8 rent even if it is 
higher than the market rent. This change should enable substan- 
tially more Section 202 projects to be refinanced through FHA and 
improve long-term viability. 

As the GAO report states, there are over 230,000 units in 2,300 
properties where the mortgages are scheduled to mature through 
2013. About 75 percent of these properties will not mature until 
2011 or later. About 225 will mature in the next 5 years. 

About 57 percent of the units in these properties receive project- 
based Section 8 assistance or other rental assistance. These resi- 
dents are protected for the term of the assistance contract and will 
receive vouchers if the contract expires and is not renewed. 

The remaining 43 percent of the units benefit from a mortgage 
interest rate subsidy, but the tenants do not now receive rental as- 
sistance. These are Section 221(d)(3) BMIR and Section 236 
projects. The question has been raised as to whether unassisted 
residents in these projects would be able to afford increased rents 
when the mortgage matures. 

It should be noted that the income limits are higher in these pro- 
grams than in Section 8. There is, in fact, no income limit in Sec- 
tion 236. Residents in the Section 221(d)(3) BMIR projects can have 
incomes of up to 95 percent of area median in contrast to project- 
based Section 8 which limits residents’ incomes to less than 80 per- 
cent of area median income. 

Also, as the GAO report points out, unassisted residents of these 
projects have higher incomes than residents who do receive rental 
assistance. These unassisted residents should have the ability to 
afford higher rents, and, in the case of the Section 236 program, 
many of these residents may have been paying higher rents 
throughout the mortgage term. 

Actual history shows that many projects remain affordable after 
loan maturity. The GAO report includes information on 26 rental 
properties where the HUD-insured mortgage had matured between 
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1993 and 2002. After maturity, all 26 remain affordable to low-and 
moderate-income residents. 

Therefore, few affordable housing units appear to be at risk in 
these projects. When the mortgages do mature, the projects are re- 
maining affordable. 

The department certainly concurs with GAO that it is helpful to 
notify our partners in State and local governments when HUD-in- 
sured properties have the potential to leave HUD programs. In ac- 
cordance with GAO’s recommendation, within the past 30 days, the 
department has begun posting on our web site a list of HUD-in- 
sured mortgages and Section 202 loans that are expiring in the 
next 10 years. 

The department is also planning to solicit comments from our in- 
dustry partners on the information that is being provided so that 
we are able to improve the usefulness of the data. 

That concludes my testimony, Mr. Chairman, and I would be 
happy to answer your questions. 

[The prepared statement of Hon. John C. Weicher can be found 
on page 126 in the appendix.] 

Mr. Ney. I want to thank the gentlemen. 

And also, the Chair notes we need to keep to the 5-minute time 
today. I will notify members when they are out of time, if they 
want to wrap up their part of the questions, just so we can get on 
with this panel and the second one. 

A question I had, Mr. Weicher — I want to start with you — is, in 
light of the department’s July 12 letter that they sent stating that 
the GI/SRI fund is at 75 percent capacity and the administration’s 
recent budget amendment submission requesting a $4 billion loan 
commitment increase, do we have enough commitment authority to 
last through the fiscal year? I wonder, if there is a continuing reso- 
lution, what does it do to that? Are the current funds sufficient? 

So can we last through with the statement about the $4 billion, 
and I wonder, if we do go to a continuing resolution, how does that 
affect that, and would the current funds be sufficient? 

Mr. Weigher. As you know, Mr. Chairman, we said last week in 
that July 12 letter that we would reach the 75 percent mark for 
the fiscal year at the end of last week. We actually are reaching 
it either yesterday or today. That is just about where we reached 
it a year ago. 

So, while we are running at a rate which would not exhaust the 
funds in this fiscal year, that is where we were last year at this 
time. 

Mr. Ney. I do not mean to interrupt, but, last year, we ran out 
in August. 

Mr. Weigher. In September, actually. 

Mr. Ney. Was it September? 

Mr. Weigher. Yes. 

Mr. Ney. I think I said August, which is the second part, you 
know. I think we got a notice sometime in our final days before the 
August recess that the fund might not be adequate to address all 
the eligible applicants for the FHA loan guarantees, and I guess 
my question is: Will that happen again? 

Mr. Weigher. You have received the notice on the 75 percent 
mark, and I can assure you, Mr. Chairman, I am tracking the obli- 
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gations of that fund eve^ day. We will certainly keep you apprised 
if there is any move in either direction from where we are now. 

I think the $4 billion additional commitment authority will be 
helpful because we have not yet seen any additional business to 
speak of from the increase in the multifamily limits in high-cost 
areas, which Congress enacted in December and which we made 
available to lenders in April. 

So we have not yet seen any real business from that. If we see 
a significant amount of business there, then we could, indeed, need 
the supplemental. 

The first 2 months of last year, in each month, we ran at a rate 
of about $2-1/2 billion, which would be, for the year, more than $29 
billion. So, even at $29 billion, we could run out of funds at the end 
of the month and the first couple of months. 

Mr. Ney. But I note to you, last year, when the department 
called — I cannot remember who called, but the department called — 
it was so late. It was like the last 1 or 2 days left, and there was 
no way we could do anything, which then put us in a position be- 
yond recess, and, you know, people are definitely going to be hurt. 

But with the notification we received, should we have done a 
stand-alone bill this week? Were there steps we should have taken? 

Mr. Frank. Mr. Chairman? Mr. Chairman, would you give me 15 
seconds, if you would yield on that, because it is so important? 

Mr. Ney. Yes. 

Mr. Frank. I mean, here is one where there is no down side to 
this. My understanding is the bill has been filed in the Senate for 
the $4 billion, and I would hope maybe the administration could 
speak in favor of that. If they could do that quickly, we could have 
it sent back here, held at the desk, do it by UC. I mean, there is 
zero down side, only up side. 

So I would just encourage it. You know, I know we are working 
for it here. If the Senate would just get that through, we could get 
it over here, and it would be done before we get out of here. 

Mr. Ney. Yes, that is the point I want to make again. We do not 
want to get into the final days. Should we have, you know, done 
this this past week? Is there something we need to do permanently 
to ensure these funds? 

Mr. Weigher. Well, the President sent a letter to the speaker a 
week ago proposing the additional $4 billion in commitment. The 
administration certainly supports that additional $4 billion in com- 
mitment authority, and we are prepared to work with both Houses 
in any way that is useful to bring that to pass. We do not want 
to close down these programs any more than anyone else wants to 
close down these programs. 

Mr. Ney. But do you think we should do a stand-alone bill? 

Mr. Weigher. If you can do it quickly. 

Mr. Ney. I mean now. 

Mr. Weigher. If you can do it quickly, I think that would be pru- 
dent. The question might be: If you come back at the beginning of 
September and we have a potential problem, how quickly can Con- 
gress act in that situation? 

Mr. Ney. My time is expiring, but, you know, that is something 
that we need to look at. Also, I think we need to look at some type 
of more permanent solution to ensure the funds. 
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The gentlelady of California? 

Ms. Waters. Mr. Chairman, I may have missed something here, 
but I do not understand what HUD is saying to us about the ex- 
pense of this problem. I really want to understand as clearly as I 
can how many affordable housing units are actually being lost, how 
many do we anticipate are going to be lost, and when are we going 
to get the data and the formats for the data so that it can be 
viewed and printed without the need for a separate database man- 
agement software. 

I understand that HUD said that, by May 31, 2004, it would so- 
licit the comments and suggestions from the four trade associa- 
tions. To date, it appears that that has not been done, that HUD 
has not created a page on its Web site that provides relevant data 
on all the projects that are available in this format. 

So I am trying to understand what does HUD know, what kind 
of a handle does HUD have on the problem, and how can we have 
access to all of that information and that data. 

Mr. Weigher. Ranking Member Waters, we do have the informa- 
tion on the Web site, and the information is accessible. I personally 
accessed it from my home computer to prove that it was accessible 
to the average not particularly computer literate individual. 

The data is there for all of the 200,300 mortgages which will ex- 
pire in the next 10 years. The data can be organized by year. It 
can be organized by State. It can be organized by congressional dis- 
trict. I can give you the link which we have provided to the trade 
associations. 

It is accessible. I made a point of looking at that because I know 
from working with the HUD Web site and with other agency Web 
sites that sometimes it is hard to find what you are looking for. 

Ms. Waters. Well, my staff is telling me they are having prob- 
lems because of the format, that it is not in PDF format, it is only 
available in Access 2000 and Dbase 3. Do you know anything about 
this format and whether or not it makes it less available? 

Mr. Weigher. I accessed it in PDF format myself, Ms. Waters. 

Ms. Waters. I beg your pardon. 

Mr. Weigher. I personally accessed it in the PDF format myself 

Ms. Waters. Oh, you did? Okay. Well, that is very good. I will 
get to my staff and tell them to access it so that we can see what 
you have. 

Mr. Weigher. If there is a further problem, they should contact 
us directly, and we will sort it out. But I accessed it myself 

Ms. Waters. Okay. Good. I am sure if you got it, we should be 
able to get it, too. Thank you very much. 

Mr. Ney. The gentleman from Wisconsin, Mr. Green? 

Mr. Green. Thank you, Mr. Chairman. 

First, Mr. Chairman, I want to concur with your remarks and 
the remarks of the ranking member on the action we can and 
should take with respect to the additional commitment authority. 
I think it does warrant immediate action. It would make a dif- 
ference. 

Secondly, I was pleased to hear of the confidence that HUD has 
with respect to the units that are covered by mortgages reaching 
maturity. I think the concern that all of us have is that up to 2013 
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the number of units, the sheer volume will present challenges to 
us that, obviously, we will all have to work towards together. 

I want to turn to a portion of your written statement that I 
would like to learn more about. I am looking at page 2 on at least 
what was handed out to us. 

It says, “Due to the increasing number of sponsors desiring FHA 
insurance to refinance these aging projects, the department has 
been reviewing its procedures to provide more flexibility in under- 
writing an FHA-insured loan to replace the Section 202 loan. In 
recognition of the great need, the department is preparing a notice 
to allow these loans to be underwritten at the existing Section 8 
rent, even if above market levels.” 

Could you elaborate on that a little bit? It is interesting, and I 
think it is something that warrants discussion. 

Mr. Weigher. Yes, I would be happy to. Representative Green. 

HUD put out a notice on the refinancing of Section 202s last 
year, and, at that point, we said that we would permit under- 
writing at the lesser of the Section 8 rent or the market rent. We 
heard from many people in the industry that that was too restric- 
tive. We saw not very much business under that. 

So we are in the process of issuing a notice which will liberalize 
that and will permit loans to be underwritten at the existing Sec- 
tion 8 rent, even if it is higher than the market rent. So, from the 
people I have talked to in the industry, that will enable a lot more 
project owners and sponsors to refinance the loans on a basis which 
makes it possible for them to get the funds that they need to reha- 
bilitate the project and to continue operating as affordable housing 
for the elderly. 

Mr. Green. So the initial feedback has been good? 

Mr. Weigher. Yes. 

Mr. Green. Any projections on what that will do for the chal- 
lenge that we are all here to discuss today as we go out toward 
2013, what kind of numbers that will help with? 

Mr. Weigher. Well, the Section 202 projects amount to about 
one-third of the total number. 

Let me put it this way, Mr. Green. We have about 7,000 Section 
202 projects, we have about 7,000 other projects which receive FHA 
insurance and a subsidy, and we have about 7,000 projects which 
are subsidized but are not insured by FHA. So Section 202 was 
about one-third of the total in terms of number of projects, less 
than that in terms of number of units. These tend to be a little 
smaller on average. 

But this should enable those older projects, the ones financed as 
direct loans from the Treasury from 1959 through 1990, to go on 
providing affordable housing. 

Mr. Green. Are those older projects a greater percentage of the 
overall projects that are coming to maturity in the next 5 years? 
You indicated there was a group. 

Mr. Weigher. They are not particularly coming to maturity in 
the next 5 years, but they are projects which have wanted to take 
advantage of the lower interest rate environment, as we do as 
homeowners, to take advantage of that environment to refinance at 
a lower interest rate and to use the difference, the savings to reha- 
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bilitate the property and provide affordable rental housing for the 
elderly for quite a while to come. 

So it is a straight refinancing to obtain funds for rehabilitation 
on a basis which makes it feasible for the project sponsor. 

Mr. Green. Great. Very good. 

That is all I have, Mr. Chairman. I yield back. 

Mr. Ney. Ms. Lee? The gentlelady from California? 

Ms. Lee. Thank you, Mr. Chairman. 

Let me just ask, Mr. Weicher. I wanted to find out how the Sec- 
tion 8 program can help with subsidizing the potential cost to ten- 
ants affected by mortgage maturity when, in fact, the administra- 
tion is really, it appears, dismantling the Section 8 program. 

Then, secondly, I know in the report there were no real rec- 
ommendations in terms of the GAO report as to what to do, i.e. ad- 
ditional funding, additional vouchers, enhanced vouchers, just what 
exactly will happen once these mortgages are lost. What are your 
thoughts on that? 

Mr. Weigher. Well, as I think we both said in our statements, 
Ms. Lee, if an owner of one of these properties opts out of the pro- 
gram, the residents by statute receive enhanced vouchers, and 
those vouchers will be provided. That is part of the department’s 
ongoing program. 

Ms. Lee. They will be provided, but is the money there? 

Mr. Weigher. The money is there. The money is part of the ad- 
ministration’s budget proposal. 

Ms. Lee. To cover the entire problem. 

Mr. Weigher. To cover the enhanced vouchers. 

Ms. Lee. One hundred percent of those that we would lose? 

Mr. Weigher. Yes, if the owner opts out. If the mortgage simply 
goes to maturity, then we have been providing vouchers to the resi- 
dents going forward. Those are not enhanced vouchers because 
those residents may or may not have been receiving subsidy, but 
we have been able to do that, and we expect to continue to do that 
within the Section 8 program. That part of the Section 8 program 
as well. 

This is a relatively small share of the total of Section 8, which 
amounts to most of the 1.7 million units which are in Section 8 
projects and the 1.9 million units which receive vouchers. We are 
not talking about a large number here. Opt-outs have been running 
less than 10,000 a year for the last 7 years. So it is not a large 
number of vouchers that are at issue here. 

Ms. Lee. So you are saying we should not really worry about it? 

Ms. Waters. Will the gentlelady yield? 

Ms. Lee. Yes. 

Ms. Waters. Would you ask him if this is for more than 1 year? 

Ms. Lee. Mr. Weicher, is this for more than 1 year in terms of 
the dollars that you have for the enhanced vouchers? 

Mr. Weigher. We provide enhanced vouchers. We have been pro- 
viding enhanced vouchers while the residents remain in the project 
in which they were receiving assistance, and that is for as long as 
they stay there. 

Ms. Lee. What if the mortgage matures and if they have to 
move? 
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Mr. Weigher. Well, we have been providing vouchers for them 
in that situation as well, and those vouchers renew year by year, 
depending on congressional appropriation. The funds have been re- 
quested, and they have always been appropriated year by year. 

Ms. Lee. Yes. Okay. Is it actually for 1 year or not, though? 

Mr. Weigher. A voucher is by statute a 1-year voucher because 
it is subject to appropriation, but it is renewable each year if funds 
are available. 

Ms. Lee. If funds are available. 

Mr. Weigher. Funds have been available each year. Congress 
has funded the outstanding number, provided funds for the out- 
standing number of vouchers, and the vouchers have continued for 
those residents. We are on a 1-year funding cycle and have been 
for, I believe, 10 years now. 

Ms. Lee. Okay. So, in high-cost areas, such as Massachusetts, 
New York, California, the enhanced vouchers for these families 
that are losing their units in the subsidized mortgage unit, the 
funding will be there year by year to ensure that they have the 
proper shelter? 

Mr. Weigher. Yes. Pardon me. The funding is there if the funds 
are appropriated, and the funding is at a level to enable the resi- 
dent to stay in the property even as the property goes to a market 
rent. 

Ms. Lee. So you do not see efforts to dismantle the Section 8 pro- 
gram at this point? 

Mr. Weigher. No, I do not. I do not think we are doing that. I 
know there are matters of concern between the administration and 
many members of Congress about that, but I do not think we are 
trying to dismantle the program. 

Ms. Lee. And the block-granting of Section 8 does not affect the 
individuals? 

Mr. Weigher. There is a statutory right for an enhanced voucher 
established by Congress in 1998, I believe. I am not sure of the 
year. 

Ms. Lee. That will continue? 

Mr. Weigher. That should continue. 

Ms. Lee. That will continue. Okay. 

But you do not see any reason to be alarmed? 

Mr. Ney. The time has expired. 

Mr. Weigher. I am not going that far, Ms. Lee. I am answering 
the specific question. We certainly agree on the number of units at 
issue. 

Mr. Ney. The time has expired. 

Ms. Lee. Yes. Okay. Thank you very much. 

Mr. Ney. Thank you. 

The gentlelady from Pennsylvania? 

Ms. Hart. Thank you, Mr. Chairman. 

Thanks, Mr. Wood and Mr. Weicher, for your testimony. 

I come from an area that has a really high percentage of senior 
citizens, and it is probably going to get higher. Can either of you 
from your experience tell me out of all these dwellings that we are 
talking about, are there a significant number of them or can you 
give me a ballpark percentage of how many of them are available 
specifically toward senior citizens, to serve senior citizens? 
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Where I am, in my home county, there is a 6-month waiting pe- 
riod for HUD-assisted senior housing, and I am sure that we are 
not unique. Can either of you can enlighten me a little bit on the 
specific service to seniors situation? 

Mr. Wood. I can tell you that of the properties in our study with 
mortgages that are going to be maturing by 2013, 41 of them were 
Section 202, which, by definition, is for the elderly, and those prop- 
erties had a total of 3,200 units. That is the only real data I have. 

I have also seen estimates that an even greater number of sen- 
iors are served by Section 8 than are served by the 202 program, 
and a fair number of the properties in our database of those with 
expiring mortgages also have Section 8. 

Ms. Hart. Go ahead. 

Mr. Weigher. Ms. Hart, we have about 7,000 Section 202 
projects which are by definition to serve the elderly, and I believe 
the average number of units to be about 80. In addition, as Mr. 
Wood is saying, a substantial number of families served in the Sec- 
tion 8 projects and, for that matter, in the voucher program and 
in public housing are elderly. 

We can provide you with those numbers. I do not know them off 
the top of my head, but a substantial fraction of our assistance 
does go either explicitly as in 202 by statute to the elderly or goes 
to the elderly in programs which are not restricted to the elderly. 

I would be happy to provide that. 

Ms. Hart. Thank you. I would like to know that. 

Are there specific things being done? I am not 100 percent cer- 
tain about the demographic estimates, you know, down the road, 
but I expect that you are going to find some more demand for sen- 
ior housing. Is that something that you are planning for? 

Mr. Weigher. Well, I think we all can see that coming. The 
baby-boom generation will be turning 65 at the end of this decade 
and beyond, and I think we continue to fund Section 202, and we 
continue to maintain the level of incremental funding from year to 
year. Certainly, for projects that are funded by tax credits and the 
preservation efforts, we are doing our best to make sure that there 
is housing available for the low-income elderly as those numbers 
increase. 

Ms. Hart. It is a little off the subject, but not really. What is 
specifically being done for areas like ours where there is such a 
long waiting list? Are they targeting critical areas like ours to 
make sure that there is going to be more housing available? 

Mr. Weigher. We are not targeting specific areas in that respect. 
Within the 202 program, we have a fund that we allocate funding 
by a HUD program office based on a formula which takes account 
of the number of elderly in a jurisdiction, and then we fund the 
highest scoring applications in each of those areas. 

Then, with funds that are left over, we combine them because 
the dollars never quite add up to the dollars of the successful appli- 
cations. Then we go on funding, as far as we can, the highest rank- 
ing remaining applications. So funds are allocated roughly in pro- 
portion to the need as best we can do it by formula. 

Ms. Hart. Okay. I have time for another quick question, and it 
kind of goes to the whole issue of the likelihood of the increase in 
rent after the mortgage expires. I mean, obviously, the assistance 
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to the owner for the financing for this kind of housing is required. 
Otherwise, these buildings, in a lot of cases, would not be made 
available. I assume that is still a valid reason for doing the HUD- 
assisted mortgages. 

So, once the mortgage expires, I mean, just generally, is there 
any reason why we should have an expectation that the rents 
should remain low? I mean, these people are in the business of 
renting property. 

Mr. Ney. The time has expired. 

Mr. Weigher. There can be projects where the market demand 
has risen, and so the market rents would be significantly higher 
than they were when the project was built. The GAO evidence is 
that the projects where mortgages have expired, those projects 
have remained affordable. 

Mr. Ney. The gentleman from Massachusetts? 

Mr. Frank. Mr. Weicher, as I understand it, your view is that 
this question of expiring use is really not a problem because the 
administration’s voucher policy will meet whatever need exists in 
this area? Is that correct? 

By problem, I mean people not being able to afford to continue 
to live where they were living. 

Mr. Weigher. Mr. Frank, let me state the policy. For opt-outs, 
we provide enhanced vouchers, as you know, for families who have 
been receiving assistance. If the mortgage matures, then there are 
not enhanced vouchers, but we have been providing vouchers to the 
residents when the mortgage matures. 

Mr. Frank. Okay. And you think that takes care of the problem? 

Mr. Weigher. It takes care of the problem of the individuals who 
are affected by mortgage maturity or by opt-out. 

Mr. Frank. I have a couple of questions. I am told, in the budget 
this year, the administration has proposed a curtailment of en- 
hanced vouchers. Is that accurate in your budget proposal for the 
next fiscal year? 

Mr. Weigher. We are proposing to continue to provide enhanced 
vouchers year by year. 

Mr. Frank. 'V^at does that mean, year by year? What is the cur- 
rent law? 

Mr. Weigher. I am sorry. The current law is that enhanced 
vouchers are provided for the resident while the resident remains 
in the project. 

Mr. Frank. In a prepaid project? 

Mr. Weigher. In a project which has opted out, yes. 

Mr. Frank. And you are proposing we change that how? 

Mr. Weigher. We are proposing to change that so that the 
voucher is provided on a year-by-year basis as funds are available 
to the individual rather than determined in advance. 

Mr. Frank. Okay. So now that is the first problem I have be- 
cause one of the things we are trying to do here is to avoid dis- 
placement, and we now have a policy in effect that says to the ten- 
ant, “If your mortgage has been prepaid, you can continue to stay 
there with this enhanced voucher.” You would change that to say 
to the tenant, “You have a year, and we cannot tell you what is 
going to happen next year.” Is that correct? 

Mr. Weigher. That is approximately correct. 
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Mr. Frank. I think that is a significant prohlem. When you have 
elderly people, as the gentlewoman from Pennsylvania mentioned, 
to tell a 77-year-old man or woman who has been living in this 
place for 15 or 20 years, “Well, here’s the change we are making 
in the law. You are good for next year, but we cannot tell you about 
the following year. It depends on the budget. It depends on all 
these other things. It depends on whether those people in Wash- 
ington ever get around to adopting a budget on time,” that seems 
to me, Mr. Weicher, unnecessary cruelty. 

I do not know how much money you are going to save from that, 
but it would introduce that element of extreme uncertainty into the 
lives of these older people. Again, we are talking about them hav- 
ing to leave their homes, and you acknowledge that there are cases 
where the rents are high or otherwise we would not need enhanced 
vouchers. I mean, the enhanced vouchers by definition go to where 
the rents are above the regular Section 8, and to introduce that 
level of uncertainty seems to me very unfortunate. 

My second point: With regard to enhanced vouchers, once the 
mortgage has matured under your proposal or under existing pol- 
icy, as you would have it, there would be no enhanced voucher? Is 
that correct? 

Mr. Weigher. Under existing policy, there are vouchers, but they 
are not enhanced vouchers. 

Mr. Frank. They are not enhanced vouchers. So, if the mortgage 
matures and at that point the rents go up, there are individuals 
who might be forced to leave, even people who are on rental assist- 
ance, because you say here, “We only give enhanced vouchers if 
there is already rental assistance.” 

I am glad you are getting some help here because we may get 
into serious stuff. You can sit down. You do not have to kneel. Why 
do you not sit? I do not want you to get a cramp. You can sit next 
to him. It is okay. I do not want to worry about your knees. 

You are changing the policy this way: You say, right now, you 
can get an enhanced voucher if you have rental assistance and 
there is a prepayment, but, if the mortgage matures, after the 
mortgage matures and the landlord is under no further constraint, 
the situation the gentlewoman from Pennsylvania was mentioning, 
you know, I do not blame the landlord. They are in business to 
make money. They have loans. They have obligations. They may 
have stockholders. 

They then raise the rent to market levels, and, if the market lev- 
els should be above the Section 8 level, then that person has to 
move out, is that correct, or find some other resources? Why deny 
enhanced vouchers in those situations, at least to the existing ten- 
ants? 

Mr. Weigher. Well, of course, enhanced vouchers as a legal mat- 
ter were established to address 

Mr. Frank. I understand that. I am talking about the policy now. 
We are not in court arguing the point. 

Mr. Weigher. Going forward 

Mr. Frank. As a matter of public policy, why should we not say 
people here — you know, they have been living there 15, 16, 18, 
maybe 23 years, it is a 40-year-old mortgage, and as a result of this 
program expiring — these people are in their maybe 70s, maybe 
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80s — the Section 8 voucher will no longer cover the rent for that 
place. They have to move. Why do we not give them an enhanced 
voucher? What is the policy reason not to change the law to allow 
them enhanced vouchers in that situation? 

Mr. Weigher. Our judgment based on both the GAO study and 
our own analysis is that residents of these projects are typically in 
better position to be able to afford higher rents if higher rents 
occur. 

Mr. Frank. Okay. Typically, right, but there is an income level 
here. So that is typically. You see, it seems to me your argument 
is somewhat contradictory. What you are saying is there would not 
be that much need for enhanced vouchers. You have confidence 
that these landlords would not be raising the rents in many cases. 

Mr. Ney. The time has expired. 

Mr. Frank. You have said that the rents would not be going up. 
Given that it would not be likely to cost much, in the atypical situ- 
ations, why have a situation where these 70-and 80-year-old people 
will be forced to move? 

Mr. Ney. The time has expired, but please answer the question. 

Mr. Weigher. Our feeling is, Mr. Frank, that with the limited 
funds that we have available, the funds should go first to the peo- 
ple who are going to be the most in need, and those are the people 
who have been receiving Section 8 assistance and whose incomes 
are generally lower than the residents of these projects who have 
not previously been receiving assistance. 

Mr. Frank. I would like to just for 10 seconds, Mr. Chairman, 
say this is part of the problem. 

This is where we differ. We think the existence of these units as 
affordable units is a real asset. You are prepared to let these units 
go out of the affordable inventory and then shift whatever burden 
remains on to a voucher program, which is already overstrained. 
That is the problem. 

We think that, in fact, exactly that, that it would be cheaper in 
terms of providing affordable housing to try and preserve some of 
these units in a variety of ways as affordable, and your alternative 
is let them all go out of the inventory and let’s pick up some of 
these people on the voucher program, which, as I said, is already 
overstrained. 

Thank you, Mr. Chairman. 

Mr. Ney. I thank the gentleman. 

Before we go to the second panel, I have an order question for 
the committee, if I could. I just want to clarify the August deadline 
so I have it, you know, straight in my mind. 

On one hand, we are told that the program should be good 
through October. Now that would be without the $4 billion. Is that 
correct, that the program will work through October without the $4 
billion? 

Mr. Weigher. At this point, Mr. Chairman, at the continuing 
rate, the program would be all right until the beginning of October, 
but that is exactly the situation we were in last year at this time. 

Mr. Ney. Well, it was not okay. 

Mr. Weigher. It was not all right because there was an upsurge 
in the latter part of August and September. 

Mr. Ney. So we are not guaranteed then. It could. 
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Mr. Weigher. That is right. 

Mr. Ney. It could mayhe not he. 

Mr. Weigher. There is no guarantee. Mr. Chairman, at this time 
last year, we were reasonably sure that we would not hit the $23 
billion limit at the time, and we did. 

Mr. Ney. So a stand-alone bill would be a backup. I mean, I can- 
not speak for appropriations, but I am trying to imagine how in the 
next 3 or 4 days they can do that. Maybe they can, and that is why 
I am just wondering about a stand-alone bill. 

Mr. Weigher. Well, we are prepared to work with Congress to 
alleviate the concern, whatever you and the appropriators think is 
useful. 

Mr. Ney. Well, I thank the panel. Appreciate your time. 

We will move on to the second panel. 

I want to thank the panel for being here today with the Housing 
Subcommittee. 

The first panelist is Michael Bodaken, and he is the president of 
the National Housing Trust, a position he has held for over eight 
years. During his tenure, he has seen the trust rise to become the 
primary national non-profit organization dedicated to the preserva- 
tion and improvement of affordable multifamily homes. 

O. Angie Nwanodi is the director of policy at the National Hous- 
ing Development Corporation. The corporation seeks to preserve af- 
fordable housing by working with local communities to empower in- 
dividuals and revitalize neighborhoods by raising capital to pur- 
chase large-scale, at-risk properties, renovating and repositioning 
these properties, and then distributing ownership of these prop- 
erties to qualified local organizations capable of providing high- 
quality asset management. 

Charlotte Delgado is the western vice president of the National 
Alliance of HUI) Tenants. Since its creation in 1991, the alliance 
has worked to preserve and improve affordable housing, protect 
tenants’ rights, promote residential control and ownership, as well 
as develop tenant empowerment and improve the quality of life in 
HUD-assisted housing, while at the same time, making HUD more 
accountable to those living in HUD-assisted homes. 

I am going to defer to Congressman Frank of Massachusetts to 
introduce the next panelists. 

Mr. Frank. Thank you, Mr. Chairman. 

I am particularly pleased to introduce two witnesses from Massa- 
chusetts, although I am also particularly glad to see the National 
Alliance of HUD Tenants represented because that is an organiza- 
tion that is very well represented and very active and very helpful 
to us in Massachusetts. 

But the two witnesses I am about to introduce are not only from 
Massachusetts, but they both represent the private sector. They 
both represent the business community, and I think this is impor- 
tant to note. We are talking here about trying to preserve one of 
the best examples of private-public cooperation for general good 
that we have, and it is one where we have taken the profit motive, 
we have taken socially responsible effective and efficient business 
people, and it would be a shame if we were the ones to preside over 
the dissolution of this program by just letting this go out of busi- 
ness. 
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The first witness, William Kargman, is a man with a very distin- 
guished record in housing development. His entire family has, in 
fact, been very active in this regard. He is president and CEO of 
First Realty Management, and he is a member of the Massachu- 
setts and federal bar. He is a former president of the Rental Hous- 
ing Association. 

He owns and manages a significant number of units in Massa- 
chusetts, and I have worked with him and benefited from his ad- 
vice for a very long time, going back at least to 1961 when we grad- 
uated from college together. So he has a very distinguished pedi- 
gree here, but he has been very important, and we in Massachu- 
setts have taken so advantage of his programs. He has been very 
helpful. 

In addition, we have another businessman who has done great 
work here, Todd Trehubenko, who leads Recapitalization Advisors, 
and they have been very important in getting private capital into 
this and the importance of harnessing private capital. We are talk- 
ing here about both people who build, people who manage and peo- 
ple who invest, and maintaining this cooperation is very important. 

Now let me just say Mr. Trehubenko and Recap have done an ex- 
cellent job, and, once again, we have benefited both from their spe- 
cific work and from their advice. 

One of the things that most troubles many of us about the prob- 
lems now with the Section 8 voucher program is the extent to 
which responsible private business people, investors, property man- 
agers, landlords are being driven out of the program. We do not 
want to be left with those private-sector people who cannot find 
other uses for their money and their property, and it is very impor- 
tant that we show our appreciation and willingness to take advan- 
tage of them. 

So I am delighted to welcome both Mr. Kargman and Mr. 
Trehubenko here, and I thank you for your courtesy, Mr. Chair- 
man. 

Mr. Ney. The gentlelady from California? 

Ms. Waters. Thank you very much, Mr. Chairman. 

I certainly appreciate your introduction of the Californian who is 
here, but I wanted to add just a few comments. 

Ms. Delgado is a resident of Sacramento who has been the Na- 
tional Association of HUD Tenants’ vice president for the West for 
most of the past decade, and she was a co-founder of the organiza- 
tion in 1991. Ms. Delgado also serves as the president of the State- 
wide Alliance of Tenants, known as SWAT, in California, which 
represents HUD tenants from across the state. 

She is also the president of the Washington Squares I and II 
Tenants Association where she lives in Sacramento. Washington 
Squares is a 103-unit complex where the owners prepaid their 
HUD mortgage and converted the property to high-market rent. 
Ms. Delgado was able to stay in her home at Washington Squares 
only because she received aid through an enhanced voucher. 

I would like to thank her for coming, and I appreciate an oppor- 
tunity to add a few comments about her, Mr. Chairman. Thank 
you. 

Mr. Ney. Well, I thank the gentlelady. 
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And to introduce the last witness, the gentleman from Illinois, 
Congressman Emanuel. 

Mr. Emanuel. Thank you, Mr. Chairman. Thank you for this op- 
portunity, and I also thank Ranking Member Waters for allowing 
me this opportunity. 

Gene Moreno serves as director of advocacy for the Chicago 
Rehab Network, where she coordinates policy advocacy at the na- 
tional, state and local level. 

Gene says she is a little nervous today. I have seen her at work 
in the city. Do not let that fool you. It is a good head fake because 
I have seen her be a tenacious advocate on behalf of people for af- 
fordable housing. In my own district in Albany Park and other 
parts of my district, they have done wonderful work. 

Chicago Rehab Network is a coalition of non-profit housing orga- 
nizations working to create and preserve affordable housing in the 
Chicago area. It was founded in 1977. Over 40 organizations are 
member organizations of CRN, and it represents well over 60 dif- 
ferent neighborhoods in the City of Chicago. 

They have built and are responsible for well over tens of thou- 
sands of affordable housing for Chicago citizens. I’d like to specifi- 
cally cite one area, Albany Park, only because that was the neigh- 
borhood that, when my grandfather came over in 1917 from Russia, 
he settled in. My uncle is now a sergeant in the police force in that 
neighborhood, I now represent it, and I often say, “We have trav- 
eled many miles, but never gone very far.” 

You have done a wonderful job in Albany Park, and it is coming 
back as a strong neighborhood in part because of what we have 
done on affordable housing. So I appreciate CRA’s great work, and 
I am glad Ms. Moreno is taking the time to be with us today. 

Thank you, Mr. Chairman. 

Mr. Ney. I thank the gentleman from Illinois. 

I want to thank the panelists for coming here to the capital today 
on a very important topic. I would also note I want to thank Con- 
gressman Green from Wisconsin who will be chairing the sub- 
committee. 

We begin with Mr. Bodaken. 

STATEMENT OF MICHAEL BODAKEN, PRESIDENT, NATIONAL 

HOUSING TRUST 

Mr. Bodaken. Good morning. 

Thank you. Chairman Ney, Ranking Member Waters and Rank- 
ing Member Frank, for allowing the trust to testify today. 

I am Michael Bodaken. I am head of the National Housing Trust, 
and we are the only national non-profit organization in the nation 
dedicated solely to the preservation of federally assisted and in- 
sured housing. As mentioned in the opening, we have preserved 
and improved over 16,000 apartments, 90 percent of which are Sec- 
tion 8 subsidized or the subject of H.R. 4679, and I want to thank 
you for the opportunity to testify today. 

Today’s testimony covers really only two discreet areas, one is 
the context in which H.R. 4679 is being introduced, and the second 
are a few minor suggestions that can make the already excellent 
work of the committee perhaps achieve its ends at a cost acceptable 
to the American taxpayer. 
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Ranking Member Waters mentioned in her remarks that we find 
ourselves in a situation not unlike one of vanishing housing re- 
source. The GAO report, which provided the catalyst for, in fact, 
this bill, mentions a number of 1.7 million units that are subject 
to hub’s programs. 

What the GAO failed to point out is that that number has 
shrunk to 1.4 million units. Yes, over 300,000 of that existing stock 
has now been converted to market rate rental. Already, we have 
lost over 15 percent of what we are talking about. 

So the numbers we are talking about are important. 

It is also important to note that this stock is not stand-alone 
stock. Markets affect whether or not owners are going to stay in 
the program. This stock is very economically well integrated and is 
located in nearly every nook and cranny of our nation. 

H.R. 4679 attempts to stem this rising tide of affordable housing 
loss. The state of the nation’s housing put out by Joint Center for 
Harvard said it best: “The already scarce supply of low-cost hous- 
ing continues to shrink because of physical deterioration and 
gentrification. Long-term Section 8 contracts for subsidized rental 
units continue to expire, placing huge demands on our limited sup- 
ply-” 

Nor is this housing isolated to California or to Massachusetts or 
Illinois. Take a look at the GAO’s own statistics. Over half the 
States of this nation stand to lose about 20 percent of their existing 
HUD stock if something is not done about maturing mortgages. 

In the State of California, it is 25 percent. In the State of Wis- 
consin, represented here by Mr. Green, it is 15 percent. In the 
State of Pennsylvania, it is over 17 percent. In the State of Ohio 
where Mr. Ney is from, it is 17 percent. Again, in Wisconsin, it is 
15 percent. 

Hundreds of thousands of units are really at risk throughout the 
nation. It is not isolated to one place, not isolated to California or 
Massachusetts at all. 

There are two things, I think, that could be done to help the bill 
with its impact, and they are very simple fixes to the bill. 

When we look at affordable housing loss, we sometimes treat our 
society as if we are just managing a decline. It is kind of a pessi- 
mistic kind of matter. But, in fact. State and local agencies are 
stepping up to the plate and preserving this housing en masse. 

We did a study approximately a year ago which shows over 40 
states are preserving housing with low-income housing tax credits. 
In the State of Wisconsin, 40 percent of your long-term housing tax 
credits are being used to preserve this housing stock. 

One simple fix for the bill would allow developers who are using 
tax credits to take the funds as either a loan or a grant so they 
can get more equity to preserve this stock. In the State of Cali- 
fornia, there is a plethora of programs available at the local and 
state level that would be benefited by this 1 technical change. 

There is two other problems with the bill that affect non-profits. 
The first is non-profits need to be allowed to raise rents as do for- 
profits. The second is non-profits should be allowed to use the 
funds for acquisition. 

I will close by asking the subcommittee to support H.R. 3485. It 
is a tax bill which allows the owners of this housing to benefit. It 
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has been introduced by Congressman Ramstad and Cardin on the 
tax side. I know you do not have jurisdiction of tax, but the sub- 
committee is very important with respect to housing matters gen- 
erally in Congress. It is a bipartisan bill introduced in the Ways 
& Means Committee, it has significant industry support, and I 
would urge the subcommittee to consider supporting it. 

Adoption of H.R. 4679 today can mitigate the affordable housing 
laws that we have tomorrow. I urge its adoption, and I thank you 
for allowing me to share my remarks with you today. 

[The prepared statement of Michael Bodaken can be found on 
page 41 in the appendix.] 

Mr. Ney. I thank you for your testimony. 

Ms. Nwanodi? 

STATEMENT OF O. ANGIE NWANODI, DIRECTOR OF POLICY, 
NATIONAL HOUSING DEVELOPMENT CORPORATION 

Ms. Nwanodi. Good morning. 

Thank you very much for the opportunity to be here and share 
testimony with the committee regarding this very important issue 
of preserving affordable housing. 

The GAO report focuses on one subset of the stock, which is 
stock with maturing mortgages, and the fact that that stock faces 
some of the same challenges that the opt-out and prepayment stock 
faced in previous years. The National Housing Development Cor- 
poration, which I represent, is a non-profit organization that is 
dedicated to preserving existing affordable housing using innova- 
tive mechanisms. 

The GAO report, although it does address one issue of preserva- 
tion, as some of the members have mentioned, does not address the 
broader issue, which is the fact that existing affordable housing 
with federal subsidy in it will always expire. 

There is a contract associated, there is a finite resource, a finite 
commitment that an owner makes, and so we are always going to 
be in the position, unless we look to more comprehensive policies 
for preservation, to respond with incentives for owners to stay in 
for an extended period of time with regulatory changes that make 
it more likely that folks will stay in the program. 

The National Housing position is that the committee ought to 
consider ways to break this cycle of rapid response to crises that 
are foreseeable, based on the fact that these are contracts or that 
these are finite programs, and create tools, including funding, that 
will help to permanently address the problem of all kinds of multi- 
family housing that at some point will face a preservation crisis. 

One of the things that we focus on at National Housing are the 
unique factors attributable to preservation. Representative Frank 
mentioned some of those. That is on a per-unit basis, it is cheaper 
to preserve the existing housing and the subsidies that over the 
years the federal government has placed into this housing than it 
is to produce a new unit. 

That is not to say that new construction, whether it is through 
the tax credit program or any other program, is not necessary to 
meet our ongoing housing needs. But in a situation where we are 
losing units — as Michael said, 15 percent of them already gone, out 
the back door — one of the most cost-effective ways for the federal 
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government to continue to provide housing is to spend what is nec- 
essary to re-up these units into long-term affordability. 

Preservation is also more politically palatable in many neighbor- 
hoods, and that is not a good or a bad thing. That is a matter of 
fact. It is a lot more difficult for the NIMB elements that Congress- 
woman Waters mentioned to come in and say to the city council, 
“We do not want that building fixed. We do not want that building 
preserved,” versus trying to oppose something that is ground up. 

So, in many States where the tax credit is available, deals die. 
Community opposition, various reasons, and federal dollars at a 
much lower per-unit rate could be preserving units that already 
exist in these communities. 

One of the other issues that I think is very important to note in 
light of some of the findings of the GAO report is that the existing 
federal funding programs, in many ways, increase the costs of pres- 
ervation, even though preservation is already cheaper than new 
construction. The fact that groups have to wait to get tax credit, 
have to hope that they get HOME or CDBG drives up the cost of 
housing when you are talking about acquiring an existing property 
because owners do not want to take that risk. 

So, if you have an owner that may want to wait and may be in- 
terested in retaining affordability but still wants out, there is a dis- 
incentive with the current funding programs that are being used 
for those folks to stay involved with buyers that do want to pre- 
serve affordability. 

What we recommend, therefore, is that a new program of some 
sort be created that creates an interim source of funding so that 
organizations like ours, like Michael’s, like Recap Advisors’ clients 
can access interim capital to preserve these properties when they 
are at risk and give them the opportunity to go through the normal 
channels of tax credits and so on and so forth to be preserved. 

Finally, we support Representative Frank’s bill that addresses 
this particular issue and would also urge the passing of H.R. 3485, 
the exit tax provisions, recognizing again that this committee does 
not have jurisdiction over that issue, but it will be very difficult to 
solve preservation challenges in the long run without addressing 
the tax side as well. 

[The prepared statement of O. Angie Nwanodi can be found on 
page 104 in the appendix.] 

Mr. Ney. Thank you for your testimony. 

Ms. Delgado? 

STATEMENT OF CHARLOTTE DELGADO, VICE PRESIDENT/ 
WEST NATIONAL ALLIANCE OF HUD 

Ms. Delgado. Thank you. 

On behalf of the National Alliance of HUD Tenants, I am pleased 
to testify before this committee today and to express our strong 
support for H.R. 4679, the Displacement Prevention Act, filed by 
Representative Frank and other committee members. 

Founded in 1991, NAHT is the only nationwide membership or- 
ganization that represents over two million families who now live 
in private-owned, HUD-assisted, multifamily housing. Our mem- 
bership today includes voting member tenant groups and area-wide 
coalitions in 26 states. 
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NAHT strongly supports the extension of enhanced vouchers for 
the currently unprotected 101,000 or more families in non-Section 
8 units who would otherwise lose their homes when HUD mort- 
gages mature. 

For me and about 180,000 others who have already received en- 
hanced vouchers to date, I can personally tell you that this has 
made all the difference in the world, the difference between having 
a decent home and a roof over our head to being out on the street. 

We would also urge Congress firmly to reject the proposals now 
before you to abolish enhanced vouchers after one year and to re- 
duce the Section 8 Voucher program by 600,000 families by the 
year 2009. These proposals, if adopted, will inevitably lead to ten- 
ant displacement, increased homelessness, and the further destruc- 
tion of the nation’s affordable housing stock. 

Homeland security should begin with a home and must begin 
with a home. The elderly, disabled and low-income working fami- 
lies who live in these buildings, many of us veterans who have 
served our country and worked all of our lives to build our commu- 
nities, deserve nothing less. 

H.R. 4679 would also help preserve at-risk housing. Enhanced 
vouchers are clearly not enough. In my own development, only 21 
apartments with enhanced vouchers remain out of 103 units since 
the owners prepaid, and the rest have been converted to high-mar- 
ket rents. 

A NAHT report in October 2002 documents the permanent loss 
of 199,764 privately owned, HUD-subsidized housing units lost due 
to owners’ decisions to opt out of HUD contracts between 1996 and 
2001. The NAHT report also showed that the Mark Up to Market 
program, which Congress adopted in 1999, has failed to slow the 
loss of affordable housing. 

The GAO Report on expiring mortgages notes that in the next 10 
years, project-based Section 8 contracts aiding 1.1 million families 
will expire. Even in the absence of the expiring mortgage problems, 
the steady erosion of affordable housing will likely continue at the 
rate of approximately 41,000 units a year. 

The new crisis in expiring HUD mortgages will only accelerate 
the loss. Housing for up to 101,000 families could be lost if owners 
convert their non-Section 8 units to market rents on their mortgage 
maturity. 

In addition, many of the 135,000 project-based Section 8 units in 
expiring mortgage buildings could be subject to owner opt-out deci- 
sions as regulatory agreements linked to the mortgage expire. So 
we can expect to see an increase in the overall rate of Section 8 
opt-outs as their mortgages expire. 

In my own state, California, who has the highest number of de- 
velopments affected by this crisis, 278 apartment complexes, fully 
12 percent of the national total, the superheated housing market 
touches all corners of my state. People making $85,000 a year are 
living out of their cars in the Silicon Valley because they cannot 
afford an apartment. We can expect a huge number of these apart- 
ments converting to high rent as soon as their owners have a 
chance. 

There is some evidence also that your GAO has been under- 
counted with expiring mortgages. 
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In Massachusetts alone, we found 10 developments with expiring 
HUD mortgages totaling 3,222 units, which are not included in the 
GAO report at all, fully 44 percent of the 7,297 units reported by 
the GAO in that State. 

And, by the way, one of them, the Milliken apartments is in Mr. 
Barney Frank’s district. 

This is a potentially large undercount and, if that error is sys- 
tematic, we would urge the committee to request that HUD and 
the GAO take another look at this issue and make it much more 
closely and to make appropriate corrections where needed. 

Clearly, voluntary incentives, such as the Mark Up to Market 
programs, are insufficient to deter owners who choose not to extend 
expiring HUD contracts, especially in high-market areas. 

NAHT believes that Congress should reestablish a national regu- 
latory framework to limit owners’ ability to opt out, prepay or to 
extend the programs such as the Title VI that was phased out by 
Congress in 1996. Title VI was a mandatory program that provided 
additional HUD 

Mr. Ney. Ms. Delgado, if you could summarize your testimony, 
please. 

Ms. Delgado. All right. Thank you. 

We would also like to say that while we are asking for you to 
support this bill completely, we want to make clear that we need 
to refund our advocacy. They are absolutely the only ones that are 
tracking these throughout the United States. Neither HUD nor 
your local government is. 

Thank you again for allowing me to testify and we support your 
bill. 

[The prepared statement of Charlotte Delgado can be found on 
page 83 in the appendix.] 

Mr. Ney. Thank you for your testimony. 

Mr. Kargman, welcome. 

STATEMENT OF WILLIAM M. KARGMAN, PRESIDENT, FIRST 
REALTY MANAGEMENT CORPORATION 

Mr. Kargman. Thank you, Mr. Chairman, and members of the 
committee, I also would like to acknowledge that the committee 
has recognized and taken an interest in a very important issue 
with respect to certain federally subsidized housing programs 
whose mortgages are due to be fully paid in the next few years. 
There is currently no protection for certain tenants residing in this 
housing, as evidenced by the GAO report and by the testimony of 
the previous panel. 

Some residents living in Section 221(d)(3) and Section 236 hous- 
ing are currently paying below-market rents and do not receive 
Section 8 subsidies. Their rents remain below market because of 
FHA-interest subsidy which reduces the debt-service payment and, 
therefore, reduces the amount of rent. 

Some of the other residents of these properties do receive Section 
8 assistance and this was added during the mortgage term. The 
purpose of adding the Section 8 assistance was to address rising 
operating costs impacting low-income families and as an incentive 
under the Emergency Low-Income Housing Preservation Act now 
known as ELIHPA and its successor, the Low-Income Housing 
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Preservation and Residential Home Ownership Act of 1990, called 
LIHPRHA. 

I mention these Section 8 units for two reasons. First, tenants re- 
ceiving Section 8 are not impacted by the expiring mortgages or by 
the subject of H.R. 4679. This is because their subsidy is separate 
from the mortgage and continues as long as the owner renews the 
Section 8 contract. If the owner does not renew the Section 8 con- 
tract, the current law provides for enhanced vouchers to be used 
to protect those Section 8 tenants or residents. 

Second, those properties under Title VI, as mentioned by my col- 
league, the LIHPRHA program, are locked in for the remaining life 
of the housing, and, therefore, they are not in jeopardy. When the 
mortgage itself will be paid off, they are still locked in by law and 
have Section 8 subsidies. 

My concern here today is with the ELIHPA properties — the prop- 
erties are mentioned in H.R. 4679 — and those with affordability re- 
strictions that expire in the Section 221(d)(3) and 236 mortgages 
and where the residents do not have Section 8. 

I am a general partner and manager of 10 such properties which 
contain 2,494 family apartments. Nine of these properties have 
some Section 8 subsidies as a result of our participation in 
ELIHPA. The remaining units are occupied by families with in- 
comes ranging from 51 percent to 95 percent of area median in- 
come who will be affected by the expiration of the mortgage and 
its accompanying restrictions. The oldest mortgage in my portfolio 
is scheduled to be fully amortized as early as September 2006. The 
rest will follow between 2006 and 2013. 

The legislation’s intent to provide enhanced vouchers to the non- 
Section 8 families in these buildings is essential to their being able 
to remain in what are their homes. I am familiar with enhanced 
vouchers because I prepaid a Section 236 mortgage in 1996 when 
Congress restored the right to prepay. At that time, 177 residents, 
both elderly and families, received enhanced vouchers that allowed 
them to remain in an upgraded apartment in a low-vacancy area 
without a change in their rent. Ninety of these tenants still reside 
in the property today. 

When Congress provided enhanced vouchers for prepayment and 
Section 8 opt-outs, the mortgage maturation issue was not on their 
radar screen. We appreciate this committee and the GAO recog- 
nizing the problem and proposing to provide enhanced vouchers to 
affected residents. 

I want to be able to say to our residents, as I did to those who 
reside in the building I prepaid in 1996, that they can look forward 
to living in the community they call home as long as the federal 
government will help them pay the comparable market rent. 

Naturally, as we have heard in prior testimony, I am concerned 
about the current voucher funding shortfall, and its impact on the 
ability of our residents to feel confident that they will not be sub- 
ject to a loss of these funds. 

H.R. 4679 has other notable provisions involving grants and 
other assistance to maintain affordable rents. These may be attrac- 
tive to other for-profit and non-profit owners. However, for owners 
such as myself whose properties do not need rehabilitation, the en- 
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hanced vouchers remain the key to protecting our current resi- 
dents. 

Thank you very much for your consideration of my view. 

[The prepared statement of William M. Kargman can be found 
on page 91 in the appendix.] 

Mr. Ney. Thank you for your testimony. 

Ms. Moreno, welcome. 

STATEMENT OF GENE MORENO, POLICY/ADVOCACY DIREC- 
TOR, CHICAGO REHAB NETWORK, TESTIFYING ON BEHALF 

OF THE NATIONAL LOW INCOME HOUSING COALITION 

Ms. Moreno. Good morning, and thank you for inviting me to 
testify at this hearing. 

Better? Okay. Great. 

The Chicago Rehab Network is a coalition of community develop- 
ment organizations. I am testifying today on behalf of the National 
Low Income Housing Coalition which is dedicated solely to ending 
America’s affordable housing crisis. The Chicago Rehab Network is 
a proud member of the National Low Income Housing Coalition. 

We would like to thank Chairman Oxley and Ranking Member 
Frank for having the foresight to request the GAO study released 
January 2004. The study provides a critical snapshot of a pressing 
preservation problem. 

I am here to discuss the 100,000 families who will be left without 
any protection from rising rent, unlike their counterparts in prop- 
erties with Section 8 rental assistance. This is a key issue that 
Congress will need to address. 

Additionally, I would like to thank the GAO for their work in 
putting together the report as well. 

We are pleased to see that in response to the GAO report. Rank- 
ing Member Frank has introduced the Displacement Prevention 
Act of 2004. In Illinois, there are more than 3,100 units of rental 
housing financed through the Section 236 and 221 programs. 

We particularly applaud the authorization of $675 million in pre- 
viously appropriated housing funds that can be instrumental in 
preserving those units for seniors, disabled people, and other vul- 
nerable population in need of affordable housing. 

The legislation allows tenants in these properties to be eligible 
for enhanced vouchers. It also requires notice be given to tenants 
9 months in advance of mortgage maturity and offers owners three 
forms of grant assistance: rehabilitation assistance, assistance to 
facilitate purchase by not-for-profit entities, annual payment assist- 
ance to cover the difference between subsidized rents and com- 
parable market rents. 

We offer several specific recommendations for making the bill 
even more valuable in our written statement which has been hand- 
ed to you. 

Nationally, local entities are creating public and private partner- 
ships to deal with this issue of preservation. We are working close- 
ly with our state agencies and other entities to create policy 
changes in administration and resources to preserve existing af- 
fordable housing units. 

Just last week in Illinois, Governor Blagojevich signed extensive 
preservation legislation that we had been working on for several 
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years. Among other things, the Illinois law increases the number 
of situations in which owners of assisted housing must give tenants 
notice and extends the notice period from 6 months to 12 months. 

While this new law is ground-breaking for its scope and the ten- 
ant protections, there is no resources attached to it. H.R. 4679 will 
go a long way in providing those critical resources to allow for the 
rehabilitation and acquisition of these buildings. 

A current tool that is vital for any preservation effort is the Sec- 
tion 8 choice voucher program. The National Low Income Housing 
Coalition contends that all 236,000 households in projects with ei- 
ther maturing mortgages or expiring Section 8 rental assistance 
contracts between 2003 and 2013 described in the GAO report are 
at risk of rising rent. The Section 8 program is at risk, and, thus, 
any reliance on enhanced vouchers to protect Section 8 residents is 
at risk as well. 

The fiscal 2004 and 2005 budgets that attacks the voucher pro- 
gram can only lead to uncertain and reduced resources as local 
communities struggle to preserve affordable housing units. While 
Ranking Member Frank’s legislation is a major tool, there are a 
few others I would like to mention to be included in a federal pres- 
ervation strategy. 

H.R. 3485 introduced by Representative Ramstad and Cardin 
provides tax incentive to preserve affordable housing. Another is 
H.R. 4289. It was introduced by Representative Frank Lucas that 
would allow mod rehab projects to use low income housing tax 
credits for preservation efforts. 

And a simple legislative change to amend the Low Income Hous- 
ing Preservation Resident Home Ownership Act, known as 
LIHPRHA, would halt the preemption threat to States and local 
preservation laws. 

We also urge the committee to consider H.R. 1102, the National 
Housing Trust Fund Act of 2003. A National Housing Trust Fund 
would provide much needed dedicated resources of funds to acquire 
at-risk affordable housing properties, something H.R. 4679 does not 
do at this time. 

Mr. Ney. If you could wrap up, Ms. Moreno. 

Ms. Moreno. Okay. 

Preserving affordable housing stock is not an easy task, but, with 
strong leadership, we believe that the tide on our battle to preserve 
affordable housing would work, and we look forward to working 
with you in this effort. 

Thank you. 

[The prepared statement of Gene Moreno can be found on page 
95 in the appendix.] 

Mr. Ney. Thank you for your testimony. 

Mr. Trehubenko, welcome. 

STATEMENT OF TODD TREHUBENKO, SENIOR VICE 
PRESIDENT, RECAPITALIZATION ADVISORS, INC. 

Mr. Trehubenko. Thank you. 

Mr. Chairman, Representative Waters, members of the sub- 
committee, I am pleased to be invited here today. 

My name is Todd Trehubenko. I am senior vice president of 
Recap Advisors in Boston. We are a private consulting company 
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that specializes in the revitalization and preservation of the hous- 
ing stock described in the GAO report. Since 1989, we have directly 
preserved directly over 450 properties covering approximately 
60,000 apartments located in 39 states. 

We are grateful for the interest in this portfolio shown by the 
Committee on Financial Services and this subcommittee, and we 
agree with many of the observations in the GAO report. But we re- 
spectfully suggest that lack of access to data is not the problem. 
The problem that faces this portfolio is that existing preservation 
programs do not work well with these assets. 

The maturing mortgage problem is bigger than GAO suggests, in 
that there are an additional 814 mortgages that will mature in the 
three years after the period studied by GAO, covering 93,000 apart- 
ments, and the loss of affordability will likely occur sooner. The re- 
port mentions that there are 100 properties covering 13,000 house- 
holds that will mature through 2007, but what it does not describe 
is that owners are motivated to exit the portfolio in many cases 
prior to maturity. 

Right now, HUD does not offer any incentives to extend the af- 
fordability of these properties when the mortgages mature. HUD’s 
commitment to the properties is unclear, and owners cannot be 
sure now, what resources HUD will offer. This type of ad hoc ap- 
proach is influencing owner behavior even now in some cases many 
users before the mortgage matures, as they make decisions about 
the future of their property. In other words, just getting to mort- 
gage maturity is a significant problem with this inventory. 

We know that these properties are good housing. These com- 
plexes were built under the same programs and served the same 
resident groups as many other properties that Congress has al- 
ready moved to preserve through other programs, specifically the 
ELIHPA and LIHPRHA preservation programs, enhanced vouchers 
for mortgage prepayment, the Mark to Market program, the Mark 
Up to Market program and other initiatives adopted by HUD, with 
support from Congress such as 236 decoupling, and most recently, 
the Section 202 refinancing program. 

Each of these programs delivered a set of benefits to the prop- 
erties and to the residents and to their communities, including new 
rents at levels that are sufficient to properly maintain the prop- 
erties going forward, new financing to address property needs and 
partnership needs, new funding for reserves, and new or revitalized 
ownership of the property. 

The portfolio of properties that we are discussing today is what 
has been left behind out of these other initiatives. It is a problem 
of adverse selection, and the portfolio is easier to describe with neg- 
atives than it is with positives. 

The properties we are talking about today are defined by low 
cash flow, very low budget-based rents in properties without Sec- 
tion 8 sufficient to maintain the property, low upkeep as a result, 
low reserves for future needs and, in many cases, unmotivated 
owners because it is not clear that the current situation can be sus- 
tained in the years remaining to mortgage maturity. 

We have a strange policy situation where, for many of these 
properties, a prepayment of the mortgage would introduce en- 
hanced vouchers into the property to protect residents, but yet sim- 
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ply waiting through the remaining term of the mortgage and pay- 
ing off the mortgage the day that it is due does not extend those 
same tenant protection benefits to the residents. 

The properties may be a bit dated, but they provide a good qual- 
ity of life for their residents, the seniors and families that live 
there. They serve a real important need in the communities. As an- 
other panelist has observed, in many communities where it is dif- 
ficult to build new housing, communities are very quick to defend 
and want to preserve the stock that they do have. 

We know from our experience the tools that are needed to pre- 
serve these properties. We use them on other properties all the 
time. We need Section 8 enhanced vouchers to permit rents to in- 
crease to market while still protecting residents, we need project- 
based rents at market also protecting the residents to improve the 
cash flow and support new financing, and we need rehabilitation 
funding through new financing or grants. 

These solutions should be offered to owners in exchange for new 
affordability covenants, and it should be discretionary. Only the 
best properties should be targeted. Properties that do not deserve 
preservation should not be preserved. 

Congress has acted before to preserve other cohorts in this inven- 
tory. We ask that Congress now act again to ensure preservation 
of these remaining properties. 

Specifically, we urge Congress to adopt the measures described 
in H.R. 4679; we urge Congress to extend Section 8 enhanced 
voucher eligibility to properties that currently do not qualify, such 
as non-profit-owned properties or properties with rent supplement 
assistance or older Section 202 properties; we urge Congress to en- 
courage HUD to expand its current preservation initiatives, such as 
Mark Up to Market and 236 decoupling to cover more properties; 
and we encourage HUD to develop clear policies to set the rents for 
properties with maturing mortgages but continuing rent subsidy. 

We need these measures now to help preserve this housing stock 
and protect vulnerable low-income families and seniors. 

That concludes my remarks. I would be delighted to answer your 
questions. 

[The prepared statement of Todd Trehubenko can be found on 
page 116 in the appendix.] 

Mr. Ney. Great. Thank you for your testimony. 

Thanks to all the witnesses for their testimony. 

Mr. Bodaken, if I understand your testimony correctly — HUD 
testified that they were not at all certain that as these mortgages 
matured there would be the loss in units that many of us fear — 
I take it you are a little more pessimistic than HUD is in that as- 
sessment. 

Mr. Bodaken. Yes. I mean, the facts are the facts. We know over 
the last seven-and-a-half years we have lost over 300,000 of the 
self-same stock, mainly through conversion to market rate rentals, 
some to physical deterioration, but mainly through market-rate 
rentals. For those units that we have been able to track, the aver- 
age rent hike is 45 percent. That is a significant chunk. 

I do not believe it is fair to say that a small slice, a study by 
GAO of some 16 properties, is anywhere indicative of what we are 
seeing in the private market today. I mean, the facts are the facts. 



34 


The cruel irony is that in the rest of real estate inflation helps 
many of us in this room who own homes. It helps us very much. 
Subsidized housing renters are put at more risk because owners 
have options that they did not have before. 

Mr. Ney. a number of the witnesses have cited or mentioned fa- 
vorably the Ramstad tax legislation. Is there anyone on the panel 
that opposes that legislation? I mean, if we take a look at this 
problem, I am also sensing from the witnesses that perhaps one of 
our deficiencies in the past has been a piecemeal approach, and 
maybe it is time to do a number of things, and I guess this seems 
to be part of it. Does anyone on the panel oppose or see flaws with 
that legislation? Okay. 

Ms. Nwanodi, a couple of witnesses have talked about the impor- 
tance of providing flexibility to non-profits in terms of rental levels. 
What are your thoughts on that? Do you see that as being a useful 
tool here? 

Ms. Nwanodi. Absolutely. I think one of the lessons that we have 
learned from the way that we have approached this issue in the 
past is that not-for-profit does not mean you do not need to make 
a profit. Particularly as properties age, they will develop capital 
needs and more complicated management needs that non-profits 
need access to as well. 

So, on the one hand, you have privately owned for-profit owners 
that are struggling with lack of incentives to rehabilitate prop- 
erties, and, on the other hand, where you have a non-profit that 
is dedicated to keeping the property affordable, in many cases, they 
are denied the very tools that would allow them to maintain the 
stock in a manner that prevents it from being lost to affordability 
due to deterioration. 

Mr. Ney. I am assuming you would be looking for some sort of 
index in terms of what the rental adjustment could be? 

Ms. Nwanodi. I think there are a number of ways to look at it, 
but we absolutely would oppose any structure that would discrimi- 
nate between what works for a for-profit and what works for a non- 
profit because, as the report indicates, the critical issue, the most 
important factor surrounding the entire preservation issue, regard- 
less of the kind of housing, is the fact that the market is what will 
drive the owners’ decisions. So the market does not recognize that 
you are a non-profit, and those tools need to be available to owners 
regardless of their tax status. 

Mr. Ney. Thank you. 

Mr. Trehubenko, in your testimony, you talked about the losses 
that we have already suffered, and you also laid out in your writ- 
ten statement some of the tools that we do have and that have 
been available over the last 15 years that perhaps have not worked 
as well as we had hoped in terms of preserving some of these units. 

Do you have recommendations as to how some of these measures 
can be enhanced? Again, I bring it up because it seems to me that 
we need a comprehensive approach to this challenge, not a single 
piece of legislation but a number of pieces. Do you have thoughts 
have some of those other tools can be enhanced? 

Mr. Trehubenko. I do, and I would speak first about enhanced 
vouchers. When that program was created, it was directly in re- 
sponse to the end of the LIHPRHA preservation program and im- 
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plemented to protect residents as owners prepaid their mortgages. 
The original definition of properties eligible to receive the enhanced 
vouchers reflected that reality. 

Over time, the definition was changed to also include Section 8 
opt-outs, which were not in the original definition. And later, flexi- 
ble subsidy properties were added as eligible as long as it was in 
the context of a preservation transaction. That has been helpful 
and more properties have been preserved. 

If we now extended that to other types of properties which need 
HUD approval to prepay, the key definitional point, such as non- 
profit-owned properties, properties owned by profit-motivated own- 
ers with rent supplement, which is a forerunner to the Section 8 
program, and also the earliest Section 202 properties, which did 
not initially have Section 8 where really it was like a 236 property 
in many ways, there is no way to get enhanced vouchers into any 
of those three cohorts right now. 

Mr. Green. My time has expired, but the committee would ap- 
preciate it if you could offer some further written thoughts on those 
particular measures because I think they are of interest to us. 

Mr. Trehubenko. I will do that. 

[The following information can be found on page 212 in the ap- 
pendix.] 

Mr. Ney. I would appreciate that. 

The Chair recognizes the gentlelady from California, Ms. Waters, 
for her questions. 

Ms. Waters. Thank you very much, Mr. Chairman. Let me just 
say that this hearing is very informative,. 

I am appreciative, first of all, for the owners who wish to provide 
low-income housing and who work through these complications in 
order to do it, and I think a real lesson for us today is to see the 
kind of discrimination that is occurring. As far as I am concerned, 
whether you prepay the mortgage or the mortgage matures, it is 
one and the same, and it should be treated the same. 

I think there is an equal protection question here that even if, 
for some reason, we did not fix it, I would think the owners would 
want to go to court and make the argument for equal protection be- 
cause, again, whether it is maturity or prepaying, it seems to me 
it is almost synonymous. 

Now, having said that, the fact that owners and tenants are 
aligned and together on these issues, I think, is extremely impor- 
tant to both sides of the aisle, and it seems to me it is that kind 
of unity that is going to force this Congress to deal with this issue 
of maintaining affordable housing. 

I think that Ms. Delgado makes a point, and we are going to 
learn about this, Ms. Delgado. We were told that the information 
was available to us that has done the assessment for what the loss 
is going to look like. But you are telling me we need to look a little 
deeper and a little further at this, and we are going to take your 
recommendation for doing that so that we can have a true picture 
of what is going on here. 

So let me just use this as an opportunity to thank everybody for 
being here. I think that your input has been tremendously impor- 
tant. 
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I, some years ago, began to explore with some of the non-profits 
their ability to tak^e over and manage some of these properties, and 
that is a tall order. It is a tall order. 

As you said, the market does not recognize that you are non-prof- 
it as opposed to profit, and you do need the kind of capital to keep 
up these places and to make sure that you do not just end up with 
properties that become another part of a barrio, a ghetto where you 
have not had the money to do what was necessary to keep them 
safe and secure. 

So, you know, any proposed formulas for transition of housing to 
non-profits, do not even look at them unless the assistance is there 
from HUD to make sure you do not fail. I do not know what those 
formulas should be and we would look to the non-profit community 
for that advice, but I would just hope that non-profits would not 
fall into the trap of trying to preserve this housing. 

Again, I think we made a commitment, Ms. Delgado, to try and 
get advocacy funding to make sure that you are protected, and we 
are going to follow through with that. 

So, again, thank you all very much. 

Mr. Ney. And I wish to concur with the comments of the 
gentlelady from California. I think this has been an excellent hear- 
ing, and I have learned a great deal. 

Without objection, three additional sets of comments will be in- 
serted for the record: a testimony or a statement from the National 
Housing Conference; a statement from the American Association of 
Homes and Services for the Aging; and a statement from the Rural 
Housing Service Department of Agriculture. 

The Chair notes that some members may have additional ques- 
tions for this panel which they wish to submit in writing. Without 
objection, the hearing record will remain open for 30 days for mem- 
bers to submit written questions to these witnesses and to place 
their responses in the record. 

Seeing no other business before us, this hearing is adjourned. 

[Whereupon, at 12:05 p.m., the subcommittee was adjourned.] 



APPENDIX 


July 20, 2004 


( 37 ) 



38 


Opening Statement 

Chairman Michael G. Oxley 

Financial Services Committee 

Subcommittee on Housing and Community Opportunity 
Hearing on 

“GAO Report entitled ‘Multifamily Housing: More Accessible HUD Data Could 
Help Efforts to Preserve Housing for Low-Income Tenants”’ 

Tuesday, July 20, 2004 


Thank you Chairman Ney for holding this hearing today on the January 2004 
General Accounting Report on an issue critical to preserving affordable housing. 

In December 2002, Ranking Member Barney Frank and I asked the General 
Accounting Office to conduct a study on the preservation of low-income housing rental 
developments that are scheduled to reach mortgage maturity soon. Over the year, GAO 
updated the Committee with the status of the report and the magnitude of the problem. 

While the issues raised in this report do not pose an immediate crisis or threat to 
affordable housing, I believe it is prudent that this Committee begin the dialogue on a 
policy issue that will affect future generations. We learned through this report that 
approximately 1.7 million rental units, within 23,000 privately owned developments, 
have provided subsidized rental housing for low-income families. 

Currently in 2004, there are 11, 267 subsidized developments containing 91, 441 
units. Approximately 2,324 of these properties will have mortgages maturing by 2013. 
In Ohio alone, 129 of these properties will have mortgages maturing by 2013. 

One of our responsibilities here today will be to understand what happens to all 
these tenants, many of them possibly elderly, when these mortgages expire or mature. 
In some cases, there are provisions either through the Federal or state and local 
governments that will assist in finding or preserving affordable housing. In other 
instances, however, there will be no assistance and development owners will be free to 
charge market rates that could be out of the tenant’s reach. Today’s hearing will begin 
to lay the foundation for our understanding of the complexity of this issue. 

Notwithstanding the tenant’s concerns, however, I think we should also applaud 
the owners of these developments for their participation in these affordable housing 
programs. In a country such as ours, fi'ee enterprise allows owners of private property to 
use the property as they please. I am hopeful that some of these owners will find it 
fruitful and great business to continue to provide affordable housing to low income 
tenants. How we address their needs as owners will greatly impact how we can preserve 
a very successful private-public partnership that leverages private capital to achieve 
public policy goals. 

Mr. Chairman, thank you for your leadership on this issue. I look forward to 
hearing today’s testimony. 
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statement for Hearing on Affordable Housing Preservation 

GAO Report 04-20 (January 2004) and 
H.R. 4679, the Displacement Prevention Act of 2004 

July 20, 2004 
10:00 A.M. 


Thank you, Mr. Chairman for scheduling this hearing to consider both the recent 
GAO report that Ranking Member Frank and Chairman Oxley requested on affordable 
housing preservation, and H.R. 4679, the Displacement Preservation Act of 2004, a bill 
offered by Mr. Frank that I am proud to have co-sponsored. 


Mr. Chairman, as Mr. Bodaken correctly observes in his prepared testimony, the 
nation’s supply of decent, affordable housing for the poor and the elderly does not meet 
the demand for such housing. Yet the Bush Administration has no real production 
program to create additional affordable housing, and it also has taken many steps that 
jeopardize the Section 8 program. 

These dire circumstances make it all the more urgent that we preserve our 
existing inventory of federally assisted affordable housing. We must do all that we can 
to prevent the loss of any affordable housing units. Yet the recent GAO report, the April 
2004 report of the National Housing Trust, and the testimony of our witnesses today will 
clearly demonstrate that we are falling to do so. 

The April 2004 report of the National Housing Trust establishes that 300,000 
project-based affordable housing units have been lost in the past eight years. The 
additional vouchers funded during this time period to prevent displacement of tenants 
have not been sufficient to prevent a loss of affordable housing. The National Housing 
Trust estimates that there has been a net loss of at least 74,000 rental subsidies between 
1995 and 2003. 

Mr. Chairman, there is every reason to believe that this problem will worsen as 
more mortgages mature if we do not act decisively to address It. As the recent GAO 
report observes, “HUD does not offer incentives to keep properties affordable upon 
mortgage maturity" and “tenants in over 101,000 units without rental assistance are at 
risk of paying higher rents after mortgage maturity because no requirement exists [such 
as enhanced vouchers] to protect tenants when HUD mortgages mature.” 

According to the GAO, over 193,000 subsidized units will be lost in the next 10 
years when the mortgage covering a property matures and the mortgage subsidy and 
low-income affordability restrictions related to the property terminate. 

Tenants who live in units financed through the Section 221(d)(3) Below-Market 
Interest Rate (BMIR) Program or the Section 236 Program will risk having to pay market 
level rents when the mortgages for these properties mature because these units have no 
rental assistance contract attached to them. 

Mr. Chairman, with the Administration’s support, a total of $703 Million in Section 
236 funds, have been rescinded in the FY 2004 and FY 2003 appropriations bills, and in 
the FY 2002 Supplemental Appropriations bill. These were funds that were authorized for 
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the rehabilitation of low-income subsidized housing units that could have been used to 
preserve the supply of affordable housing. 

In its FY 2005 budget, the Administration compounds the prior injury by 
proposing to rescind an additional $675 million in funds previously appropriated for 
Section 236 subsidized housing projects. 

Mr. Chairman, H.R. 4679 would help to preserve affordable housing where the 
owners of Section 221 (d)(3) or Section 236 properties choose not to observe prior 
affordability restrictions when the mortgages mature. 

It would make low and certain moderate-income tenants in units not covered by a 
rental assistance contract eligible for enhanced vouchers if the owners of such units 
choose not to continue the affordability restrictions. H.R. 4679 would require notice to 
tenants at least 9 months prior to mortgage maturity if an owner chooses not to maintain 
affordability restrictions when the mortgage matures. 

Finally, the bill would authorize the use of the $675 million in Section 236 funds 
targeted by the Administration for rescission to provide one-time rehab grants to owners, 
one-time grants to help non-profit organizations purchase properties and continue them 
as affordable, and to make annual payments to owners to cover the difference between 
subsidized and market rents for low-income and certain moderate-income tenants. 

Affordable housing preservation initiatives like H.R. 4679 are a cost-effective 
method to maintain our affordable housing stock while avoiding the "Not in My 
Backyard” (“NIMBY") problems that sometimes attach to new housing projects. I urge 
my colleagues to support H.R. 4679. 

Mr. Chairman, when you factor in the impact of the proposed cuts to the Section 8 
program on affordable housing inventory, it’s clear that we will continue to lose units at a 
rapid rate if we don't act to remedy this ongoing problem. HUD must do more than 
simply take steps to make data about properties with maturing mortgages more 
accessible to the public. We need to fund the preservation of these units. 

I look forward to the testimony of our witnesses and yield back. 

# # # 
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EXECUTIVE SUMMARY 

In recent years, concern has increased about the loss of privately owned housing made affordable 
to low-income families and seniors through HUD project-based housing assistance. These losses 
have been precipitated by the expiration of long-term Section 8 contracts and the ability of 
owners to prepay their HUD-assisted mortgages. This paper examines the change in HUD’s 
project-based inventory since 1 995 and the extent to which units lost from this inventory were 
replaced by other forms of HUD assistance. 

Data compiled from various HUD documents and sources show a loss of approximately 300,000 
project-based units. The number of project-based units subsidized through HUD rental assistance 
and mortgage subsidy programs has declined from 1.7 million units in 1995 to 1.4 million units 
in 2003. There are various reasons for this decline, including owners’ decisions not to renew (or 
to “opt out” of) Section 8 contracts upon expiration, termination of Section 8 contracts by HUD 
due to enforcement actions, and prepayment of HUD-insured mortgages. 


HUD-Assisted, Project-Based Multifamily Units from 1995 to 2003 



1995 

2003 

Loss 

Project-Based Rental Assistance 

1,464,426 

1,302,085 

162,341 

Section 236 

146,539 

64,484 

82,055 

Section 8 Moderate Rehabilitation 

105,845 

46,830* 

59,015 

TOTAL 

1,716,810 

1,413,399 

303,411 


Project-Based Rental Assistance. The majority of these units, currently more than 1.3 million 
units, are subsidized through rental assistance programs, including project-based Section 8, Rent 
Supplement, and Rental Assistance Payments (RAP). These subsidies, sometimes called “deep 
subsidies,” cover the difference between an affordable, income-based rent paid by a household 
and the actual rent of the unit. Since 1995, more than 160,000 units have lost their project-based 
rental assistance due to opt-outs or termination of contracts by HUD due to enforcement actions. 

Section 236. Units with project-based assistance provided through a mortgage subsidy under the 
Section 236 mortgage insurance program have also declined, from approximately 146,500 units 
in 1995 to 64,500 in 2003. This loss of more than 82,000 units reflects the prepayment of 
mortgages by owners, which terminates the requirement to keep rents affordable. Assistance on 
these units, sometimes referred to as “shallow subsidies,” typically provides less rental assistance 
per household than Section 8 and usually reduces the rents by some small fixed amount. 

Section 8 Moderate Rehabilitation. Another rental assistance program. Section 8 Moderate 
Rehabilitation (Mod Rehab), has suffered a decline of between 51,000 and 67,000 units. 
Although data on this housing is limited, available data show a drop from nearly 106,000 units in 
1996 to between 40,000 and 55,000 units at the end of 2003. 


* The report defines a range of Section 8 Moderate Rehabilitation units due to a difference between HUD data 
sources concerning the number of Mod Rehab units. This number reflects the average of this range (39,173 to 
54,487). 

The National Housing Trust appreciates the invaluable assistance provided by the Center on Budget and Policy 
Priorities (CBPP) in the development of this analysis. We have relied on CBPP's research for the components of the 
report concerning new vouchers and the change in the number of Moderate Rehabilitation units. 
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From 1995 to 2003, HUD awarded nearly 170,000 tenant protection vouchers in connection with 
the loss of HUD-assisted, project-based units. Assuming that HUD fully compensated public 
housing agencies for the loss of Section 8 Mod Rehab units over this period, HUD awarded a 
total of between 221,000 and 236,000 vouchers over this period. This resulted in a net decline of 
at least 74,000 housing subsidies between 1995 and 2003. 

The overall loss of more than 300,000 HUD-assisted, project based units and the net decline in 
housing subsidies is particularly troubling given the current shortages of affordable rental 
housing across the nation, especially for low and extremely low-income households. Questions 
remain about whether tenant-based assistance provides an equivalent substitute for project-based 
assistance, particularly at the local level. Further study needs to be undertaken to examine how 
this change from project-based assistance to vouchers impacts communities. 
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NARRATIVE 

Since the 1 960s, HUD has provided a variety of different types of subsidies to encourage and 
support the construction or rehabilitation of affordable multifamily rental housing by private 
developers and to help low-income families afford their rents. 

• Some of these subsidies may be characterized as “deep subsidies,” which means they 
cover the difference between an affordable income-based rent paid by a household 
(approximately 30 percent of income) and the actual rent of the unit (or some equivalent). 
As a general rule, deep subsidies are needed to make housing affordable to poor or near- 
poor households, even when such households include a full-time wage earner. This type 
of assistance is typically provided through rental assistance payments from HUD to 
owners, the majority of which is provided through various components of the 
project-based Section 8 program. Under project-based Section 8, HUD typically entered 
into long-term contracts with property owners, usually between 20 and 40 years, to serve 
low-income families. Other deep subsidy programs include the Rent Supplement and 
Rental Assistance Payments (RAP) programs. 

• “Shallow subsidies,” by contrast, provide less assistance per household and usually 
reduce the rents by some relatively small fixed amount. This type of assistance was 
provided during the 1960s and 1970s through a mortgage subsidy under HUD’s 221(d)(3) 
Below Market Interest Rate (BMIR) and Section 236 mortgage insurance programs. In 
exchange for participating in these programs, owners were required to make units 
available to low-income families at HUD-approved rents for the term of the mortgage, 
typically referred to as use restrictions. Many of these properties later received some form 
of rental assistance to help them cope with the rapidly rising operating costs of the mid- 
1970s. 

Since the mid-1990s, the number of properties with project-based subsidies has decreased with 
the conversion of many of these units to market-rate housing. Beginning in the mid-1980s, 
prepayment restrictions on HUD-subsidized mortgages began expiring, allowing owners to 
prepay the mortgages and thereby terminate the property’s use restrictions. After a period in the 
late 1980s and early 1990s when prepayment of these mortgages was prohibited, owners were 
again permitted to prepay their low-interest mortgages and convert the property to market-rate 
housing or another use. 

In addition, project-based Section 8 contracts began expiring in the mid-1990s. Upon expiration, 
owners could discontinue (or “opt out” of) their contracts or renew contracts on a year-to-year 
basis. Since the mid-1990s, many units of housing with project-based assistance have been lost 
from the overall portfolio of project-based units as owners have prepaid their mortgages and/or 
opted out of their contracts. 

This analysis examines the changes in the HUD project-based housing stock since 1995 and data 
on the replacement of units lost from the inventory with other forms of HUD assistance, 
primarily Section 8 tenant-based vouchers. Using data from a variety of HUD sources, it 
analyzes specific questions concerning HUD-assisted multifamily housing.' 
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The data in this analysis have been compiled from a number of different HUD documents and 
sources. To permit others to verify the information provided, detailed source notes are provided 
in the Data Appendix. Definitions of the HUD terminology referenced in this document, 
including brief descriptions of the covered programs, are provided in the Glossary. 

How many deeply subsidized, project-based multifamily units were in HUD’s inventory in 
1995 and how many are there currently? 

This question focuses exclusively on the privately owned multifamily units in HUD's inventory 
that provide deep subsidies through project-based rental assistance. Most of these units are 
subsidized through the project-based Section 8 program. In addition to project-based Section 8, 
this question covers the much smaller Rent Supplement and RAP programs. Together, these 
programs subsidize the vast bulk of HUD's deeply subsidized, project-based multifamily stock 
operated by private owners.^ Data on a fourth HUD deeply subsidized project-based program 
operated by private owners — the Section 8 Moderate Rehabilitation (Mod Rehab) program — are 
set out separately for a number of technical reasons discussed in the Glossary.^ The few deep 
subsidy HUD multifamily programs that have been excluded are noted in the Endnotes."* 

.Analysis of HUD data shows that in 1995 approximately 1,464,000 units were deeply subsidized 
through one of the following HUD project-based multifamily programs; Project-based Section 8, 
Rent Supplement, and Rental Assistance Payments. As of October 2003, approximately 
1 ,302,000 deeply subsidized units through these programs remained.^ Unit counts for each 
program are in the Data Appendix. 

As shown in the following table, the total number of deeply subsidized units administered by the 
Office of Housing declined by approximately 162,000 units between 1995 and October 2003. In 
addition, there was a deci ine of between 5 1 ,000 and 67,000 deeply subsidized, project-based 
units in the Section 8 Mod Rehab Program.® In all, the data show a total loss of 
approximately 221,000 deeply subsidized, project-based units in HUD’s inventory. 

The principal cause of the decline in deeply subsidized HUD multifamily units between 1995 
and 2003 was the decision by owners not to renew or otherwise to opt-out of their Section 8 (or 
other deep subsidy) contracts upon expiration of the contracts. Some of the decline may also be 
attributable to enforcement actions by HUD to terminate or decline to renew the contracts of 
owners who were out of compliance with HUD rules (for example, by not properly maintaining 
their properties). 

What was the overall loss of HUD-assisted, project-based multifamily units, with both deep 
and shallow subsidies, between 1995 and 2003? 

This question takes a broader look at the HUT)-subsidized, privately owned multifamily stock. It 
examines units with deep subsidies administered through the Office of Housing, in the 
project-based Section 8, Rent Supplement, and RAP programs, and through local housing 
authorities, in the Section 8 Mod Rehab program. It also includes units with shallow subsidies 
through a HUD-subsidized mortgage program, such as Section 236 or Section 221(d)(3) BMIR, 
Data collected on these programs show the net loss of HUD-assisted, project-based raultifamily 
units between 1995 and 2003. Due to data limitations, units with mortgages subsidized under the 
Section 22 1 (d)(3) programs are not included in this analysis.’ 
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As noted above, there was a net loss of approximately 162,000 deeply subsidized project-based 
multifamily units administered by the Office of Housing between 1995 and 2003. The analysis 
determined that there was an additional loss of between 5 1,000 and 67,000 Section 8 Mod Rehab 
units and approximately 82,000 Section 236 units over the same time period. In all, these data 
show an overall loss of 295,000 to 311,000 HUD-assisted, project-based multifamily units 
between 1995 and 2003. 


Net Decline in HUD-Assisted Multifamily 
Subsidies between 1995 and October 2003' 


Project-Based Multifamiiy 1995 2003 

Deep Subsidies, Office of Housing" 1,464,426 1,302,085 

Section 8 Mod Rehab 105,845 39,173 -54,487 

Section 236 146,539 64,484 

Subtotal: Project-Based Unit Loss 1,716,810 1,405,742 - 1,421,056 

Reduction 

162,341 

51,358 - 66.672 

82,055 

295,754-311,068 

Tenant-Based Vouchers Issued for Conversion Actions, 1995 - 2003 
Tenant-Protection Vouchers related to Office of Housing Conversions 
Tenant-Based Vouchers related to Mod Rehab Conversions'" 

Subtotal: Tenant-Based Vouchers 

(169,932) 

(51.358 - 66.672) 
(221.290-236,604) 

Net Loss of HUD- Assisted Multifamily Subsidies: 

74,464"' 

‘ The Data Appendix provides source notes and more detailed unit counts. 


" Includes Project-based Section 8, Rent Supplement, and Rental Assistance Payments (RAP). 

Assumes HUD fully compensated public housing agencies for the loss of Section 8 Mod Rehab units over this 
period by issuing an identical number of tenant-based vouchers. 

The actual decline is likely to be larger, as data limitations prevent the incorporation of data on the loss of 

Section 221(d)(3) BMIR properties. 


To what extent has the reduction in project-based multifamily units between 1995 and 2003 
led to a “net” reduction in the number of rental subsidies provided by HUD? 

This question examines the net effect on the number of HUD-funded subsidies for privately 
owned multifamily housing. It compares the loss of project-based units to HUD’s issuance of 
tenant protection vouchers to protect families facing significant rent increases because of 
opt-outs or prepayments of HUD-assisted multifamily properties. It considers the extent to which 
this loss of project-based units was compensated, at least in part, by the issuance of tenant 
protection or other tenant-based vouchers. Because housing vouchers are not attached to a 
specific project or property, but rather move with the tenant to a unit of the tenant’s choice, these 
vouchers are known as tenant-based subsidies. Other subsidies covered in this paper are project- 
based subsidies that are attached to specific properties. 

As explained in more detail in the Glossary, tenant protection vouchers are tenant-based Section 
8 vouchers (also known as Housing Choice Vouchers) that are issued by HUD to residents when 
certain HUD-assisted multifamily housing properties cease participation in HUD’s programs or 
when public housing units are demolished or sold.* Qualifying residents of the affected 
properties receive first priority for the vouchers. 
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From the period beginning with fiscal year 1995 and ending with fiscal year 2003, an analysis of 
the data shows that between 22 1 ,000 and 237,000 tenant protection vouchers were issued by 
HUD. This total results from the following: 

• HUD awarded an estimated 170,000 tenant protection vouchers related to opt-outs, 
prepayments, or HUD enforcement actions (collectively known as conversion actions) 
associated with properties administered by HUD’s Office of Housing,^ Additional 
information on tenant protection vouchers issued since 1 995 is included in the Data 
Appendix. 

• It is likely that the decline of between 51,000 and 67,000 Section 8 Moderate 
Rehabilitation units in this period was fully compensated by the award of tenant-based 
housing vouchers. However, HUD does not publicly announce the award of vouchers 
related to the conversion of Section 8 Moderate Rehabilitation units; therefore, we cannot 
confirm whether full replacement, in fact, occurred,'” 

As noted above, there was an overall loss of 295,000 to 31 1,000 HUD-assisted, project-based 
multifamily units between 1995 and 2003, Assuming HUD fully compensated public housing 
agencies for the loss of Section 8 Mod Rehab units, the total number of vouchers issued was 
between 221,000 and 237,000, resulting in a net decline of about 74,000 subsidies." 

CONCLUSION 

This loss of more than 300,000 HUD-assisted, project based units and the net decline in available 
subsidies is particularly troubling given the current shortages of affordable rental housing across 
the country, especially for low and extremely low-income households. According to recent data: 

• The shortage of affordable housing is geographically widespread. In no housing market 
in the nation can a household earning today's minimum wage reasonably afford a modest 
one-bedroom rental apartment.'^ 

• More than 5 million very low-income households pay more than half of their income for 
housing or live in severely distressed housing.'^ 

• In 2001, the 9.9 million renters earning less than $17,500 outnumbered the supply of 
affordable rental units by 2 million and 2.7 million of these affordable units were 
occupied by higher-income households.''' 

Construction of new multifamily rental units has barely kept up with the losses, with a net 
increase of only about 100,000 units since 1993.'^ These new units are too expensive for the 
lowest income renters — the median monthly rent is about $850 for a newly built apartment 
compared to the $375 maximum affordable rent for the lowest-income renter households.** 

While it is clear that there was a significant loss of project-based housing and available subsidies, 
a number of other matters require further exploration that are not addressed in this analysis. One 
of these is the fundamental change in the character of the subsidies when tenant-based assistance 
is provided by HUD in an attempt to offset the loss of project-based assistance. This is a highly 
significant change whose possible implications are beyond the scope of this paper. Another issue 
is the impact of the conversion from project-based to tenant-based subsidies on local 
communities. Certain communities may have experienced greater losses in the number of 
subsidies than others.*’ Both of these issues deserve further scrutiny. 
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ENDNOTES: 

' As indicated in the Data Appendix, the unit counts for 1995 and 2003 come from different data sources. While 
each represents the best available data source for that point in time, comparisons across data sources inevitably raise 
questions about data compatibility and comprehensiveness. Readers should therefore exercise some degree of 
caution in interpreting the changes in unit counts over time. 

' Deep rental subsidies provided through public housing agencies — public housing and housing vouchers — are not 
part of this analysis. 

" Section 8 Mod Rehab was designed in 1978 to be an expansion of the rental certificate program to stimulate 
moderate levels of rehabilitation to upgrade and preserve the nation’s housing stock. Like project-based Section 8, it 
provides project-based rental assistance for low- and very low-income families, but the contract is between the 
owner and a local housing authority. 

This paper does not cover the following newer HUD multifamily subsidy programs that provide deep rental 
subsidies to elderly and disabled households through HUD contracts with private owners because there is little 
reason to believe they are in immediate danger of leaving the subsidized inventory: Section 202 PAC (awarded in 
1989 and 1990) and Section 202 and Section 81 1 PRAC (awarded from 1991 through the present). The paper also 
does not cover housing vouchers that public housing agencies have chosen to attach to a specific development {i.e., 
to project-base). Under the new project-based voucher authority that Congress enacted in October 2000, families can 
retain voucher assistance when they move (using the next voucher available to the PHA) and the vacated units 
remain under a contract for project-based voucher assistance to serve families from the waiting list. HUD does not 
maintain data on the number of vouchers that PHAs have project-based. The term “project-based Section 8" as used 
in this paper does not include project-based vouchers. 

In addition, unless the properties have project-based Section 8 or another form of HUD-ftinded project-based rental 
assistance covered by this paper, data on the following properties have been excluded from this paper: Section 202 
Direct, Low-Interest Loans; Section 202 Direct, Formula Interest Rate Loans; Section 221(d)(3) properties other 
than 22 1(d)(3) BMIR; and Section 23 1 . FHA-insured properties that are not subsidized by HUD are also excluded 
from this paper, as are properties that are funded through the Low-Income Housing Tax Credit program, the Tax- 
Exempt and 501(c)(3) Bond program, or other non-HUD sources that do not have HUD-fiinded project-based rental 
subsidies. Multifamily properties funded by states and localities with funds provided by HUD through the HOME 
Investments Partnerships Program or the Community Development Block Grant (CDBG) program are also 
excluded. 

* In addition, in October 2003, there were approximately 40,000 to 54,000 units of deeply subsidized multifamily 
housing financed through the Section 8 Moderate Rehabilitation program administered by local and state public 
housing agencies (including approximately 6,235 units with direct contracts with the Office of Housing for 
properties that have gone through Mark-to-Market), plus an additional 1 1,357 single room occupancy units for the 
homeless subsidized through a special component of the Section 8 Moderate Rehabilitation program authorized and 
funded as part of HUD’s homeless assistance programs. The range given for Mod Rehab units is due to two 
apparently irreconcilable HUD data sources concerning the number of Mod Rehab units administered by PHAs that 
expire in 2004. 

^ In 1996, there were 105,845 units of deeply subsidized multifamily housing financed through the Section 8 
Moderate Rehabilitation program, not including the SRO Mod Rehab units. The decline of approximately 5 1 ,000 to 
66,000 project-based Moderate Rehabilitation units between 1996 and 2003 is not discussed because vouchers 
issued by HUD to compensate for the loss of Mod Rehab units are not counted as tenant-protection vouchers and no 
information is publicly available on how many such vouchers have been issued. 

^ We were unable to include Section 22 l(dX3) BMIR units without rental assistance in this analysis due to 
limitations in the data sources. The mortgages for a substantial share of Section 221(d)(3) BMIR properties have 
been assigned to HUD. There is insufficient publicly available infoimation about which of these properties remain Ir 
HLTD’s inventory to permit inclusion of this program. Because there has almost certainly been a loss of Section 
221(d)(3) BMIR properties due to prepayment, the effect of this exclusion is to underestimate the toss of privately 
owned, project-based multifamiiy units between 1995 and 2003. 
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* The totals above, however, exclude tenant protection vouchers associated with the demolition or disposition of 
public housing. The vouchers are generally administered by a public housing agency in the same community as the 
property leaving HUD’s inventory. 

^ This analysis focuses solely on tenant protection vouchere issued in relation to opt-outs or prepayments of 
project-based housing administered by HUD’s Office of Housing. This analysis does not consider the extent to 
which the award of tenant-protection vouchers by HUD’s Office of Public and Indian Housing has fully 
compensated for the loss of public housing units through demolition, disposition, and such programs as HOPE VI. 

In a notice issued April 22, 2004, HUD announced that tfie policy of full replacement of expiring Mod Rehab 
contracts that are not renewed has changed. The notice states: “Funding for the replacement vouchers may be 
limited to the number occupied at the time of HAP (contract) expiration.” (Notice PIH 2004-7, p. 8) 

The actual “net decline” is probably larger, as this analysis does not consider the loss of Section 221(d)(3) BMIR 
units due to data limitations. 

State of the Nation's Housing: 2003, Joint Center for Housing Studies of Harvard University, 2003, p. 27. 

Trends in Worst Case Needs for Housing, 1978-1999: A Report to Congress on Worst Case Housing Needs Plus 
Update on Worst Case Needs in 2001, Office of Policy Development and Research, U.S. Department of Housing 
and Urban Development, December 2003. 

'■* Stale of the Nation's Housing: 2003, Joint Center for Housing Studies of Harvard University, 2003, p. 28. 

^^lbid,p, 20 . 

U.S. Census Bureau, 

While the number of tenant protection vouchers awarded in connection with Office of Housing programs between 
1995 and 2003 appears to be essentially the same as the decline in deeply subsidized units administered by that 
Office over the same time period, some of these vouchers were awarded in connection with the prepayment of 
properties that only have a shallow subsidy (i.e., Section 236 or Section 221(d)(3) BMIR properties that do not have 
rental assistance such as Section 8). For this reason, it is likely that at least some communities that experienced a 
loss of deeply subsidized, project-based units did not receive an equivalent number of tenant-protection vouchers as 
compensation. 
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DATA APPENDIX 


Changes in Unit Counts 


The following are more detailed unit counts, along with source notes, for the properties discussed 
in this analysis. 



1995' 

2003’ 

Reduction 

1 . Project-Based Section S’ 

N/A" 

1,266,202 


A. Section 8 NC/SR^ 

[897,000] 

[830,492] 

66,508 

(i) Section 202 w/ § S* 

[223.699] 

[206,253] 

[17,446] 

(ii) Non-202 NC/SR’ 

[673,301] 

[624,239] 

[49,062] 

(a) HFDA* 


[221,080] 


{b)RHS515 w/§ 8’ 


[44,581] 


(c) All other NC/SR 


[358,578] 


B. Section S LMSA'° 

[462,691]" 

[334,961] 

91,847" 

C. Section 8 Property Disposition 

[54,706] 

[58,490] 

(3,784) 

D. Section 8 Preservation 

[50,029]'’ 

[42,259] 

7,770'“ 

2. Rent Supplement 

[inci, in § 8 LMSA] 

16,954 


3. Rental Assistance Payments (RAP) 

[incl. in § 8 LMSA] 

18,929 


Subtotal: Deep Subsidies, Office of 

1,464,426 

1,302,085 

162341 

Housing’^ 




4. Section 8 Mod Rehab 

105,845 

39,173-54,487'* 

51,358-66,672 

5. Section 236'^ 

146,539” 

64,484'’ 

82,055 

Totals 

1,716,810 

1,405,742-1,421,056 

295,754-311,068 


‘ Data in this column come from HUD 's Picture of Subsidized Households, J996, unless otherwise noted. The data 
in this publication for Section 8 project-based assistance and other Office of Housing programs are derived from a 
HUD data file dated 10/1995. This means that these data actually reflect conditions in 1995, rather than 1996. The 
data for Section 8 Moderate Rehabilitation units are derived from a HUD data file dated September 1996. 

■ Unless otherwise noted, data in this column come from HUD’s Multifamily Assistance and Section 8 Contracts 
Database, as of October 9, 2003, as published on HUD’s Office of Multifamily Housing website, 
http:/7www.hud.2ov/ofrices/hsg/mfh/exp/mfhdiscl.cfm . These data reflect a unit count at a point in time and not the 
average for the prior (2003) or upcoming (2004) fiscal year. In genera! the averages for the 2003 fiscal year are 
slightly higher than these figures indicate, and the averages in each category during 2004 fiscal year may be slightly 
lower due to the loss of project-based units. 

^ Includes all project-based Section 8 programs administered by HUD’s Office of Housing with the exception of a 
small number (about 6,000) of Section 8 Moderate Reh^ilitation units administered by the Office of Housing in 
2003. See Glossary for a complete list. Does not include tenant-based Section 8 (including project-b^ed vouchers) 
or the majority of Section 8 Moderate Rehabilitation, which have traditionally been administered by HUD’s Office 
of Public and Indian Housing. 

* A 1995 figure for project-based Section 8 assistance is unavailable because Picture of Subsidized Households, 
1996, includes Rent Supplement and RAP contr^ts within the total for Section 8 LMSA. The combined totals of 
project-based Section 8, Rent Supplement, and RAP are shown under “Subtotal: Deep Subsidies, Office of 
Housing.” 

^ Section 8 NC/SR stands for Section 8 New Construction / Substantial Rehabilitation. 

® These are properties financed through Section 202 Direct, Low-Interest Loans or Section 202 Direct, Formula 
Interest Rate Loans that also have Section 8. In Picture of Subsidized Households, 1996, HUD included ail Section 
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202 developments with Section 8 within Section 8 NC/SR. We have followed this convention, even though it is 
likely that some of these Section 8 subsidies are actually Section 8 LMSA. To avoid double counting, none of these 
subsidies are counted with Section 8 LMSA. 

7 Non-202 NC/SR stands for all Section 8 New Construction / Substantial Rehabilitation subsidies other than 
Section 202 with Section 8. 

^ HFDA stands for Section 8 properties financed or insured through Stale Housing Finance Agencies. 

RHS 5 1 5 w/ § 8 stands for RHS Section 5 1 5 properties with Section 8. 

Section 8 LMSA stands for Section 8 Loan Management Set-Aside. 

" Picture of Subsidized Households, 1996 includes Rent Supplement and RAP contracts within the total for Section 

8 LMSA. 

* This represents the difference in the combined sums for Section 8 LMSA, Rent Supplement, and RAP between 
1995 and 2003. 

No data are available on the number of “preservation” units that existed in 1995. This is the maximum number of 
preservation units with Section 8 subsidies that HUD’s budget documents for fiscal year 2004 indicate could need 
renewal this year. It is likely that all preservation units are now subject to annua! renewal. 

The reduction in preservation units could have been greater than indicated if more than 50,029 units were 
available in 1995. 

Includes project-based Section 8, Rent Supplement, and Rental Assistance Payments (RAP). The 1995 data source 
does not provide separate counts for the latter two programs. 

HUD data (November 2003) indicate that 26,414 regular Mod Rehab subsidies are being renewed under the 
tenant-based portion of the Housing Certificate Fund in FY 2004. In contrast to the November 2003 figure, HUD’s 
6/30/2003 expiration schedule shows a total of 48,252 Mod Rehab units administered by the Office of Public and 
Indian Housing in FY 2003, of which 41,113 were due to expire in 2004. In addition, there were 5,620 to 6,235 Mod 
Rehab units, which HUD includes under the Housing portion of contract renewals due to oversight by that Office 
after developments go through the Mark-to-Market process. The lower figure is included in HUD’s 6/30/2003 
expiration schedule and the higher figure in the Congressional Budget Justifications submitted in February 2003. We 
cannot reconcile these sets of figures, and therefore have used a range. These figures do not include any Section 8 
SRO Mod Rehab units for the homeless, which are excluded from this analysis. 

” To prevent double counting, unit counts for the Section 236 program exclude units that also have project-based 
Section 8, Rent Supplement, or Rental Assistance Payment contracts. 

The figures we report for Section 236 without rental assistance in 1995 are likely to be somewhat lower than the 
true numbers for 1995. As indicated in HUD’s notes on the table for “Housing Sub-programs” in Picture of 
Subsidized Housing, 1996 — the source of these data — ^“The number of subsidized units here is slightly less than in 
other tables, since active projects in the files with zero units are counted as zero here, but their size is estimated for 
other tables.” 

This figure is based on a 9/30/2003 extract of HUD’s F47 database. A list of properties identified as Section 236 
properties in either the currently insured inventory or the inventory of mortgages that have been assigned to HUD 
was compiled and then compared against the list of properties with Section 8 assistance in HUD’s expiring Section 8 
database. The figure reported here is the number of units in those properties that do not appear to have Section 8 
rental assistance. The figure we report is almost certainly too high, as many of the properties whose mortgages have 
been assigned to HUD have either prepaid, opted out, or otherwise terminated participation in the Section 236 
program. The exact figure, however, cannot be ascertained from the publicly available data. To prevent double 
counting, unit counts for the Section 236 program exclude units that also have project-based Section 8, Rent 
Supplement, or Rental Assistance Payment contracts. 
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Tenant Protection Vouchers 

The following table provides information on the number of tenant protection vouchers awarded 
in each year covered by this analysis that were related to opt-outs, prepayments, or HUD 
enforcement actions associated with HUD-assisted housing administered by HUD’s Office of 
Housing,' 

Tenant protection vouchers issued in connection with the demolition of public housing or 
Section 23 are not included in these totals. These data also do not reflect vouchers issued in 
connection with the expiration or termination of Section 8 moderate rehabilitation contracts. 


- FY 

TP Vouchers Related 
to Opt-Outs 

TP Vouchers Related to 
Prepayment or 
Expiration of 
Preservation Contracts 

TP Vouchers Related 
to Property 
Disposition 

Total 

1995^ 

7,515 

0 

3,667 

11.182 

1996 

0 

4,526 

6.975 

11,501 

1997 

2,289 

5,584 

2,334 

10,207 

1998 

11,977 

10,293 

3,499 

25,769 

1999 

11.310 

7,304 

1,977 

20,591 

2000 

13,840 

9.988 

4.243 

28,071 

2001 

13.576 

9,079 

3,538 

26,193 

2002 

7.125 

7.553 

2,122 

16,800 

2003 

6,609’ 

10,053 

2,966 

19,618 

Total 

74,241 

64,380 

31,311 

169.932 


' Data on the number of Office of Housing-related tenant protection vouchers awarded each year were compiled 
from the following Federa/ Register notices: 61 FR 4455-76 (Feb. 6, 1996) for FY 1995 awards; 62 FR 32,891 - 
32,902 (June 23, 1997) for FY 1996 awards; 62 FR 66,648 - 9 (Dec. 19, 1997) for FY 1997 awards; 64 FR 4,688 - 
4,695 (Jan. 29, 1999) for FY 1998 awards; 65 FR 17,662-17,671 (April 4, 2000) for FY 1999 awards; 66 FR 12,537- 
41 (Feb. 27, 2001) for FY 2000 awards; 67 FR 4,458 - 4,468 (Jan. 30, 2002) for FY 2001 awards); 67 FR71,583- 
87 (Dec, 2, 2002) for FY 2002 awards; and 69 FR 7,779 - 7,786 (Feb. 19, 2004) . 

“ The Feb. 6, 1996 funding announcement does not indicate which of the 15,030 certificates or vouchers awarded for 
“replacement, relocation, opt-outs” are related to opt-outs of Section 8 or other project-based subsidies, as opposed 
to public housing. For purposes of this analysis, we have assumed that half of the awards are related to opt-outs of 
Section 8 or other project-based subsidies and half are related to public housing. 

’ Includes 614 vouchers awarded as replacement for Rent Supplement assistance. 
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GLOSSARY 


A government subsidy that <;K>vers the difference between an affordable income-based 
rent paid by a household (approximately 30 percent of income) and the unit’s actual rent 
(or some equivalent). Deep subsidies are generally necessary to make housing affordable 
to households with income below the poverty line and to many households with 
incomes just above the poverty line. 

This paper provides data on three types of deep subsidies administered by HUD’s Office 
of Housing; Project-based Section 8, Rental Assistance Payments, and Rent Supplement. 
It also provides some data on the Section 8 Moderate Rehabilitation program, a deep 
subsidy program administered by HUD’s Office of Public and Indian Housing. 

Two other programs discussed in this paper — the Section 221(d)(3) BMIR program and 
the Section 236 program — are shallow subsidy programs that provide significantly less 
assistance per household than deep subsidy programs. The average incomes of 
households served by shallow subsidy programs tend to be higher than those of deep 
subsidy programs. 

This is a decision by an owner of a project-based Section 8 or Rent Supplement property 
not to renew its housing assistance payment contract with HUD upon expiration of the 
owner’s contract with HUD. (It is not clear whether HUD classifies a decision by a RAP 
property not to renew upon expiration as an opt-out.) 

Under the Section 8 and Rent Supplement programs, private owners entered into 
contracts with HUD (or a state housing finance agency that had a contract with HUD) 
for an extended period of time (i.e., 20 or 40 years). During the contract period, the 
owners made their properties available to low-income households who paid 
approximately 30 percent of their income for rent and utilities. HUD paid the owners a 
subsidy based on the difference between the residents’ contributions and agreed-upon 
rents for the units. 

Upon expiration of their contracts with HUD, owners have the option to continue to 
participate (possibly subject to new conditions) or to opt-out of the program. Owners 
that opt-out of the program are usually free to use their property as they wish, unless 
they are subject to restrictions based on receipt of other subsidies. 

This is a decision by an owner of a Section 236 property or a Section 221(d)(3) BMIR 
property to prepay the owner’s subsidized mortgage. 

The rights of owners to prepay their mortgages have varied over time, but at present, 
owners have fairly broad flexibility to prepay. Prepaying removes the restrictions 
associated with the Section 236 or Section 221(d)(3) BMIR program. Some properties 
that prepay, however, are still under contract with HUD to participate in a deep subsidy 
program such as project-based Section 8. 
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Established by the Housing and Community Development Act of 1974, the project- 
based Section 8 program currently provides a deep subsidy to more than 1.2 million 
households. In some HUD-assisted properties. Section 8 is the only form of government 
rental subsidy. In others. Section 8 is combined with another HUD subsidy program 
such as Section 221{dX3) BMIR or Section 236, with Low Income Housing Tax Credits, 
or with other government subsidies. By definition, project-based Section 8 assistance 
remains with the unit. If a family assisted with project-based Section 8 moves, the family 
loses its subsidy. (See below concerning project-based vouchers.) 

There are many variants of project-based Section 8, including; 

• Section 8 New Construction / Substantial Rehabilitation. These Section 8 subsidies 
were issued to support the financing of new construction or substantial rehabilitation of 
properties for low-income families. No new commitments have been issued since 1983. 

• Section 515 / Section 8. These are properties that have both project-based Section 8 
assistance and Section 515 subsidized loans from the Rural Housing Service of the U.S. 
Department of Agriculture. They are locked in areas that were rural at the time of the 
original awards in the late 1970s and early 1980s. 

• Section 8 Loan Management Set-Aside (LMSA) Contracts. This program provided 
rental assistance to FHA-insured properties experiencing financial difficulties. 

• Section 8 Property-Disposition Contracts. This program was used to provide rental 
assistance in connection with the sale of HUD-owned properties or the foreclosure of 
HUD-held mortgages for properties that formerly had FHA insurance. 

• Section 8 Preservation. These are project-based Section 8 contracts awarded as part of 
a package of preservation incentives authorized by the Emergency Low Income Housing 
Preservation Act of 1987 (ELIHPA) and the Low Income Housing Preservation and 
Resident Homeownership Act of 1990 (LIHPRHA). 

NOTE; Project-based Section 8 does not include Section 8 Housing Choice Vouchers 
that public housing agencies have chosen to attach to a specific development (i.e., to 
project-base). Unlike project-based Section 8 subsidies, project-based vouchers allow 
families to retain voucher assistance when they move (using the next voucher available 
to the PHA) and the vacated units remain under a contract for project-based voucher 
assistance to serve families from the waiting list. 

Established by the Housing and Community Development Act of 1974, RAP provides a 
deep subsidy to residents of some Section 236 properties. It works much like the project- 
based Section 8 program. 

Established by the Housing and Urban Development Act of 1965, Rent Supplement was 
a predecessor to the project-based Section 8 program that provided a deep subsidy to 
residents of properties insured and/or subsidized by HUD. Most Rent Supplement 
contracts were converted to project-based Section 8 assistance, but a small number 
remain. 
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Although most of HUD’s project-based, deep subsidy programs are administered by the 
Office of Housing, the Section 8 Moderate Rehabilitation (Mod Rehab) program has 
traditionally been administered by die Office of Public and Indian Housing, This is 
because the Mod Rehab program has been run through public housing agencies, rather 
than directly through private owners. (The small number of Mod Rehab properties that 
have gone through Mark-to-Market are now administered by the Office of Housing.) 

Mod Rehab subsidies supported the financing of moderate rehabilitation of multifamily 
housing for low-income families. The program provides families with a deep subsidy 
much like a project-based Section 8 subsidy. (The Section 8 Mod Rehab program has 
also been used to finance the development of single-room occupancy (SRO) units for the 
homeless under the McKinney-Vento Act. Mod Rehab SRO units are not covered by this 
fact sheet.) 

Vouchers issued in connection with the expiration or termination of Mod Rehab 
contracts are not included in the awards of tenant protection vouchers periodically 
announced by HUD in the Federal Register. Nor m’e they publicly disclosed in any other 
source. Rather, HUD treats them as an internal accounting matter as part of the 
administration of HUD’s housing assistance payment contracts with public housing 
agencies. Accordingly, such vouchers could not be included within question 3. To 
preserve the symmetry between questions 1 and 2 on the one hand and question 3 on the 
other, Mod Rehab totals are set out separately in questions 1 and 2. 

This program insured and subsidized mortgage loans to facilitate the new construction or 
substantial rehabilitation of multifamily rental housing for low- and moderate-income 
households. Residents generally play a flat rent called the BMIR rent that is not 
dependent on their income. It provides a shallow subsidy. As explained in the Endnotes 
to the principal text, data limitations prevent inclusion of this program in this analysis. 

Established by the Housing and Urban Development Act of 1968, the Section 236 
program is a shallow subsidy program that combines federal mortgage insurance with 
interest-reduction payments that lower the effective interest rates of properties to as low 
as one percent. Although most families In the Section 236 program pay a flat rent known 
as the Section 236 basic rent, some families pay an income-based rent and others pay a 
ceiling rent known as the Section 236 market rent. 
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Tenant Protection These are tenant-based Section 8 vouchers (also known as Housing Choice Vouchers) 
Vouchers that are issued by HUD when certain HUD-assisted, multifamily housing properties 

cease participation in HUD’s programs or public housing units are demolished or sold. 
The vouchers are generally administered by a public housing agency in the same 
community as the property leaving HUD’s inventory. Qualifying residents of the 
affected properties receive first priority for the vouchers. 

Households that receive a voucher either stay in their current unit or locate other housing 
of their choice in the private maricet, with the voucher helping to subsidize their rents. 
Participating households generally pay about 30 percent of their income for rent. 

The primary purpose of tenant protection vouchers is to protect the low-income residents 
of the affected properties who are unable to afford market rents. Some tenant protection 
vouchers (particularly a form known as “enhanced vouchers”) help residents to stay in 
their properties even after the properties have been converted to market-rate housing. 

The vouchers also help to minimize the net loss of federal housing subsidies in the 
communities affected by opt-out, conversion, or HUD enforcement actions. 

The rules for determining how many and what kind of vouchers to issue in different 
circumstances have changed over time. At present, most opt-outs and some prepayments 
lead to the award of enhanced vouchers, which provide higher subsidy levels as long as 
the households receiving the vouchers continue to stay in the property that is opting out 
or prepaying. (They convert to regular vouchers when the recipients move or when the 
vouchers are reissued to new families.) Other opt-outs and prepayments lead to the 
award of regular vouchers. 

This fact sheet does not cover tenant protection vouchers issued in connection with the 
demolition or disposition of public housing units. 

NOTE: Some properties have multiple subsidy types. To avoid double counting, the data for Section 236 properties 
in this paper are limited to those properties that do nol also have a deep subsidy. Section 236 properties that also 
have a deep subsidy are counted under that deep subsidy. For example, Section 236 properties with project-based 
Section 8 are counted as project-based Section 8 properties. 
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Faced with a growing affordable housing crisis, state and local governments are increasingly Cuming 
their aitention to preserving existing multifamily, affordable homes. Many states and localities are 
devoting their precious resources, including low income housing tax credits, private activity bonds, and 
other state and local funds, to this end. 


Two years ago, the National Housing Trust (NHT) conducted an 
informal survey of state housing finance agencies to determine 
which agencies were prioritizing or setting aside low income 
housing tax credits to preserve federally-assisted or insured, 
multifamily housing. At that time, fewer than six states were 
concerned enough about the loss of federally-assisted housing to 
dedicate a portion of their most plentiful housing resource — low 
income housing tax credits — to preserve and improve affordable, 
multifamily homes. Today, more than 40 city and state agencies 
prioritize preservation, through points or a specific preservation 
set-aside, in their Qualified Allocation Plans (QAPs). 


The at ached information is part of NHT’s ongoing effort to 
identify state and local level initiatives that preserve affordable, 
multifamily housing. This is a work-in-progress and does not 
necessarily reflect to depth of any one initiative or the breadth of 
initiatives around the country. However, we have made a good 
start. The information we have gathered includes preservation 
initiatives related to State QAPs for Low Income Housing Tax 
Crediti , private activity bonds with 4% low income housing tax credits, and housing trust funds, as Jvell 
as other state and local initiatives. 


We are interested in adding 
any state or local initiatives 
that either set-aside fnnds 
for or prioritize 
preservation projects. If 
you determine that an 
initiative described in this 
document no longer reflects 
the current state of affairs 
or have any information 
that would update or add to 
this document, please let us 
know. Please contact Tracy 
Kaufman at the National ^ 
Housing Trust 
(tkaufman@nhtinc.org; 
202-872-1911 ext. *820). 


Please Note: 

This document is no subshtute for one’s own research. Specifically for state Qualified .allocation Plans (Q.kPs), scoring will 
vary widely. For the purposes of this document, NHT has reviewed each Qa? to determine what, if anything, was mentioned 
about housing preservation. .A. particular stare Q.AP may appear at first blush to encourage preservation, but that the 
competition within the state and/'or mixing of "preservation points” with other ta.x credit prionnes makes the preservanon 
“pnority" more or less meaningful. 

Much of the information on the allocahon of 2003 Low income Housing Tax Credits and Private .Activity Bonds was 
generously provided by Affordable Housing Finance magazine (Alexander & Edwards Publishing, Inc.; 800-989-7255; 
www.housmgfinance.coin). 


Nadoaal Preservation Inioadve 


1801 -K Sixee-^ N.W., Suite M-:0C ■ Washington, D C 20006 ■ :02-872-191I 


■ F.AX. 202-872-0719 
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Alabama 

Low income Housing Tax Credits (9% Credits) 

The draft 2004 QaP awards 2 points to HUD and USDA RD distressed properties (defined as at risk of foreclosure) and 5 points for 
rehabilitation of existing multifamily residential rental housing (imnimum SlC.G^/unit). 

Allocations: In 2002. $S million in tax credits were reserved for 19 projects, with the median project size of 72 units. The Alabama Housing 
Finance Authonty indicate they are seeing more rehabilitation of existing units. 

Private Activity Bonds with 4% Credits 

Allocations: The Alabama Housing Finance Authority indicates dial they prefer acquisition and rehabilitation projects. Of the eight projects 
financed with private activity bonds in 2002, six were for acquisition and reh^iiitation, totaling 877 units. 


Alaska 

Low Income Housing Tax Credits (S% Credits) 

2004 QAP provides a set-aside for Rural Deveiopment Section 515 properties. 

Allocations: Six projects received $2 million in low income housing tax credits in 2003. 

Private Activity Bonds with 4% Credits 

Allocations: Alaska receives about $225 million for its private activity bond program and applications are accepted on a continuous basis. 


Arizona 

Low Income Housing Tax Credits {9% Credits) 

The draft 2004 allocation plan provides a set-aside for one acquisition/rchab development located in an urban area where 100“/o of the units 
undergo rehabilitation and one acquisition/rehabilitation development located in rural area where !00% of the units undergo rehabilitation. 

25 points are available for projects that are newly funded by USDA such as the Section 515/514/516 and Section- 538 programs. 

Alloca^ans: In 2002, $9.6 million in tax credits went to 21 projects with 1,394 units. Sl.9 million of those reservations -were for 
acquisition/rehabilitation. In 2003, 20 projecu received a total of $9.9 million in tax credits. 

Private Activity Bonds with 4% Credits 

Allocations: In 2003, Arizona’s tax-exempt housing bond program received S40.9 million. Applications for rental housing were triple the 
supply. Anzona distributes private activity bonds by lottery. Projects selected are required to meet criteria as evaluated through a 
feasibiHry/marketability hearing. 


Arkansas 

Low Income Housing Tax Credits {9% Credits) 

2004 allocation plan awards 10 points when a project "involves preservation and rehabilitation of existing affordable housing.” The state also 
provides 10 points for projects involving "rehabilitation of existing structures (minimum $10,000 per unit)." 

Allocations: Tax credits were awarded to 25 projects, six of which were rehabilitation projects, m 2003. There were 44 applications in 2003, 
up from 33 the previous year. 

Private Activity Bonds with 4% Credits 

Allocations: Arkansas had a 5284. 3 million private twitivity bond cap in 2003, including $37 million for rental housing. 
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California 


Low Income Housing Tax Credits {9% Credits) 

5% sei-aside for "ai-risk" projects defined as projects with subsidies (including tax credits) that expire within two years prior to or after the 
application date. First generation tax credit projects (allocked credits between 1987-89) with expiring compliance and affordability periods 
are classified as at-risk projects in order to compete under the at-risk ^-aside. 

10 points are provided to at-risk properties as meeting housing ne^s. 

Allocations: Overall, the at-risk set-aside in the tax credit program was oversubscribed. The set-aside had been reduced from 1 0% to 5% in 
2003 because this category had been undersubscribed for die past few yesus. In 2(K)3, 4 at-risk projects were awarded 9% federal credits 
totaling to more than S2.96 million, CTCAC also awarded 2 of these at-risk projects with approximately S 1 .68 million in state credits. In 
2004, about S62 million will be available in tax credits. 

Private Activity Bonds with 4% Credits 

The California Debt Limit Allocation Comrrutiee (CDLAC) increa^d the basis adjustment multipliers in the 4% program by 20% for all tax- 
exempt bond projects, making it easier to raise enough equity to make preservation acquisitions with minor to mid-level renovations feasible. 
CDLAC also provides federally-assisted at-risk projects with up to 20 points for projects ^plying for tax-exempt bonds. 

Allocations: The demand for tax-exempt private activity bonds inerrased dramatically in 2003. CDL.AC awarded a total of SI. 56 billion for 
rental housing in 2003. The 2003 allocation helped preserve L380 income and rent restricted units that were at-risk of losing affordability 
restrictions. For 2004. the overall volume cap is S2.84 billion, wdth rental housing capped ai SL55 billion. 

The tax credit and bond allocation committees decided to direct the majority of the preservation financing toward bonds as the main vehicle to 
finance preservation. In California today there is less demand forbond allocation (I to I demand for 2003) then 9% credits, consequently 
there is greater utilization of these two resources. 

Housing Trust Funds 

Los An^’clcs 

In February 2003, the Los Angeles City Council approved guidelines for expenditure of the Affordable Housing Trust Fund. Those guidelines 
include 10% that will remain flexible with the priority going toward preservation of housing Uiat is at risk of converting to market rate. The 
guidelines also establish that 60% of the Trust Fund will be for muhifamily rental projects serving households at or below 60% of the area 
median income, 

The local HUB in Los Angeles has implemented a innovative type of trust- For those 236 projects that are sold by non-profits and HUD must 
approve the prepayment, 75% of the sales proceeds are deposited in a trust to promote additional or preservation of affordable housing. The 
non-profit the may access those funds (which are kept separate) for future preservation or development transactions. The trust monies can 
also be used for making loans or paying predevelopmcm costs. 

Other Preservation Initiatives 

Since it was approved by voters in November 2002, Proposition 46 has funded a state Multi family Housing Program (MHP) in the amount of 
$150 million per year for five years and this program also provides extra points for at-risk projects and is not available to projects applying for 
9% credits, 

Along with the MHP funding from Prop 46 mentioned above, the bond act also authorized a preservation acquisition fund. The bond 
provided S45 million of acquisition monies that would be levered 3 to 1 with CalHFA funds to provide short term acquisition funds (ex. 
Acquisitions price of $10 million, Prop 46 funds contribute S3 million . CalHFA $7 million), Loan guidelines call for expedited processing 
with the loan due in two years, In the event the pennaneni financing is inadequate to cover all projects (acquisition and rehab), then a portion 
of the Prop 46 funds may remain on the project as a residual receipts subordinate loan. 

California Housing Finance Agency (CalHFA) uses the following to foster preservation of affordable housing: (1) facilitating rapid 
acquisition financing by nonprofits by utilizing an mtemal warehouse Ime of funds which in turn are reimbursed by pooled 501(c)(3) bond 
offerings; (2) purchase of Fannie Mae's portfolio of HUD Section 236 loans to help implement IRP decoupling; (3) facilitating the acquisition 
of several large at-risk properties by one for-profit preservation buyer, using interest only and mezzanine financing during rehabilitation. 

In addition, CalHF.A will lend against the Section S incremenl depending on the position of market rents and the length of the contract. This 
"B" piece strucnire has been used effectively on existing Agency Section 8 loans (essentially refinancings involving a sale) and for other 
Section 8 brought mto the Agency’s portfolio. 

HUD 202 loans will also be financed by the .Agency where the loan amount is set to the existing Section 8 rent levels (with potentially some 
adjustment for market) for a 20 or 30 year term. These loans are insiu'cd under FHA Risk Share, 

RHS 5 1 5 loans have been financed using RKS’s ability to offer their loans ai !%. The rents on these projects are generally low. consequently 
the level of rehabilitation that can be undertaken is limited. 

Los Angeles 

In June 2003, the LA City Council created the LA .Affordable Housing Preservation Program, modeled after similar programs in Denver, 
Sacramento and San Francisco. The program includes the creation of a new noticing ordinance, new financing guidelines and a new position 
for a preservation coordinator. 

May 2004 
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Pacifica 

Last year, the Ci;>' of Pacifica entered into a "friendly condemnation” to secure affordability of a federaily-assisied development serving 
seniors in that community. City funds were mixed with CalHFA funds to facilitate transfer to an existing nonprofit. CalHFA used 501(c)(3) 
bond debt as the long term financing vehicle. Agency funds were used on an short term basis to fiind the acquisitions quickly to meeting the 
timeframe imposed by the Court. 

San Francisco 

San Francisco guarantees lenders, owners & purcha^rs of federally-assisted housing that it will "make up the difference" between restricted 
rents and market rent if the federal government &ils to provide Section 8 subsidies to existing properties. Restricted rents are the tax credit 
eligible or tax-exempt bond eligible rents that typically range from 45-60% of adjusted median income. The San Francisco Redevelopment 
Agency has stringent notice and code enforcement requirements to compel owners to cooperate with the SFRDA in maintaining affordability. 
The SFRDA also uses a leasehold structure where diey City purchases the land and executes a lease to the new owners. This method insures 
the project remains affordable for as the City requires. 


Colorado 


Low Income Housing Tax Credits (9% Credits) 

The 2004 QAP provides 15 points for preservation developments, defined as: (1) developments eligible for acquisiUon/ rehab credits that have 
federally-subsidiaed rental assistance and are likely to lose that subsidy, and their low income use, within 2 years from the time of application 
without federal LlHTCs, or (2) developments that currently have rents that, although not restricted by any federal or state program, are within 
the federal tax credit rent limits. For acquisition/'rehabilitation developments or rehttoilitation only, hard costs for rehabilitation must be at 
least S6.600 per unit in order to be eligible for tax credits. 

Allocations: Tax credit apphcaiions are accepted on an “open" basis during the first full business day of every month, beginning February 2, 
2004 until November 1, 2004. CHF.A. has about S8 million in LIHTC aulhonty each year and often grants "preliminary reservations" of 
credits, carrying forward these credits into the next calendar year and they also make some reservations in advance for the next year, in 2003, 
, more than SI 2 million in credits were reserved, of which about S 1.4 million went to acquisitjon/rehabiliiation projects. In 2004, 1 1 
applications for a total of $6.7 million in credits are under review by CHFA, 4 of which involve acquisition/rehabilitation. 

Private Activity Bonds with 4% Credits 

Colorado often uses 4% credits for preservation. 

A//ocations: CHFA has about S90 million in bond cap in 2004 - about the same as the bond cap in 2003, but up from S40.6 million in 2002. 
In 2002, municipalities and Colorado's Department of Local Affairs (DoLA) used an additional $98,5 million of 2002 bond cap for 
multifamily housing and S53.2 million for mortgage revenue bonds. DoLA started 2003 by allocating a statewide balance of S 19. 1 million to 
multifamily housing in the Denver area. 

Other Preservation Initiatives 

Colorado has also used the Colorado Housing and Finance Authority’s (CHF.4) inlcmally funded subsidy source to fund 2ftd positions at 1%, 
lowering the iota! overall interest rate to acquisition borrowers to 5%. 

Since 1 999, CHFA has had a muitifamily refinance program in place for existing borrowers, both within and outside of the CHFA portfolio. 
The main highlights of the Muitifamily Refinance Program include offenng loans of up to 100% of the total project cost, along with 
providing additional funds to complete rehabilitation. For loans within the CHFA portfolio previously financed by tax-exempt private 
activity bonds, CHFA can re-cycie funds into a new bond issue, thereby leveraging more funds without using new bond cap. 

CHFA has internal funding pools used to make very low interest loans on smaller transactions (under $500,000). We also use these internal 
sources to "biend” with bond monies to create a lower interest rate to the borrower when needed. 

CHFA has also been able to offer interest rate reductions to borrowers in situations where the property is struggling to meet debt service. 
These relief efforts are more carefully reviewed, however. 
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Connecticut 

Low Income Housing Tax Credits (9% Credits) 

Provides priority to the development of housing that “presaves the existing stock of Federally assisted iow-income housing, where loss of 
low income service is possible upon prepayment of a moitgage or expiration of housing assistance contracts." LDiTCs will be allocated first 
to nonprofit set-aside applicants, then to applications from General Class I, then to the extent available to applications from General Class II. 
Applications for assistance necessary to preserve Federally assisted units that will be lost due to mortgage prepayment, subsidy contract opt- 
out or subsidy contract termination are considered Genera! Class U. State Plan provides that Class I priority projects "add a larger proportion 
of units with more than two bedrooms." This seems to conflict with ajwlicy that preserves existing projecis without reconfiguring to "add” 2 
or more bedroom units. 

Ailocations: Connecticut had S6 million m allocating authority for lax craitts m 2003, minus the S2 million in 2003 authority that the state 
had forward-reserv'ed in 2002. The state reserved SI .7 million from its 2004 authority in 2003 to makeup for that forward reservation, 
bringing the 2003 total to S5.7 million. Winners were announced in May, with nine projects receiving tax credits, including three 
neighborhood rehabilitation projects that will fix up abandoned Imildings and the second phase of work at a large 236 development (SAN.A. 
Apartments). CHFA is allocating tax-exempt bonds on a case-by-case basis fc«- multifamily projecis. 

Private Activity Bonds with 4% Credits 

Allocations: The Connecticut Housing Finance Authoriw allocates tax exempt bonds on a case-by-case basis for mulitfarruly projects and 
usually receives 60% of the state's total S246 milliiw in private activity tax exempt bond allocating authority. 


Delaware 


Low Income Housing Tax Credits {9% Credits) 

DSHA has set up pools for allocating tax credits- Developments will compete only within their respective pools. Developments are ranked 
within those pools and the highest sconng developments in e^h are separately evaluated to determine the amount of tax credits required. 
Each year DSHA establishes the percentage of available credits for each Pool. For 2003, the Preservation Expiration Pool has approximately 
$300,000 of Tax Credit Authority. The following types of projects are eligible for this pool: (1) Any Pre-1990 tax credit housing 
development, which has completed its compliance period ihtu is in need of substantial rehabilitation, and at nsk of losing its affordability and 
(2) Any currently occupied subsidized housing development in need of substantial reh^iJitation and/'or at nsk of losing its affordability. 

Allocations: In 2003, Delaware reserved tax credits for 6 projects. $746,683 in tax credits were reserved for two projects with a total of 149 
units m the preservation pool. 

Private Activity Bonds with 4% Credits 

Allocations: While the state had a S225 million pnvatc activity bond cap with a S37.8 million set-aside for housing in 2002. there were no 
applications for multifamily housing bonds. 

Housing Trust Funds 

According to the Center for Community Change, a coalition of financial services and nonprofit housing community organizations in 
Delaware has proposed a 5 year strategic housing plan that includes using the state's Housing Development Fund (a housing trust fimd 
supported tiirough document recording fees) to preserve existing affordable rental housing with federal subsidies. 
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District of Columbia 

Low Income Housing Tax Credits {9% Credits) 

The DC Department of Housing and Community Development (DHCD) provides 5 points for the preservation of housing with expiring 
Section 8 assistance for tax credits applicants. 

Allocations: The demand for tax credits in DC exceed^ supply by 4 to I, with reservations of $1.5 miilion. 

Private Activity Bonds with 4% Credits 

The District of Columbia Housing Finance Agency (DCHFA), the provider of tax-exempt private activity bonds and 4% credits for the 
District of Colutnb!a^ provides 10 "bonus points" for proposals that preserve subsidized housing with an expiring use restriction and 10 
additional points for projects that limit rent hikes to no more than 1 0% per year. 

Allocations: In 2003, the private activity bond cap was S228.6 millitm. Applications arc accepted on a roDing basis. 

Housing Trust Funds 

Tile newly created Washington Area Housing Trust Fund (WAHTF) launched a Join initiative with the National Housing Trust Community 
Development Fund (NHTCDF). NHTCDF agreed to provide up to SI million in matching loans to developments that meet both 
organizations' underwnting requirements. The Enterprise Foundation also agreed to collaborate on preservation deals. 

On June 6. 2003. the DHCD released an RFP making S25 million in local Housing Production Trust Fund money available. S7 million of that 
funding is specifically targeted for the preservation of rental housing with expiring federal subsidies. DHCD also provides 5 points for the 
preservation of housing with expiring Section 8 assistance for DCs Housing Production Trust Fund applicants. 

Other Preservation Initiatives 

On June 6. 2003, DHCD released an RFP targeting SI .5 million of the S8,5 of CDBG/HOME funds towards the preserv-ation of properties 
with expinng federal subsidies. DHCD also provides 5 points for the preser\’ation of housing with expiring Section S assistance for HOME 
and CDBG applicants. 


Florida 


Low Income Housing Tax Credits (9% Credits) 

Allocations: The demand For tax credits in Florida exceeded supply by almost 4 to I , while they have more tax-exempt bond cap to distribute 
in 2003 than they have applications. Total authority in 2002 was S29 nullion in tax credits, with 36 projects receiving credits. 

Private Activity Bonds with 4% Credits 

Although the State of Florida does not have a specific set-aside, it is worth noting that the state's entire S299 million housing bond allocation 
and the companion 4% tax credit has been earmarked for multifaraily housing developments {both new and existing) in 2003. Any local bond 
money not allocated by November 2003 is redirected to the State (FHFC) and then is typically used for both single family and additional 
multifamiiy housing. 

Allocations: Florida Housing has more tax exempt bond cap to distribute in 2003 than it does applications. 


Georgia 

Low Income Housing Tax Credits (9% Credits) 

Up to 5 points are awarded for preservation of existing affordable housing defined as a project with low income housing tax credits that will 
expire in 2003. Up to 4 points are awarded for an application that proposes the prcservMion of a previously HUT) or USDA-funded affordable 
non-public housing project. Up to 2 points are awarded for an application that proposes the preservation of any other affordable housing 
project. To receive the 2 points, the Sponsor must provide documentation of the rent and income restrictions applicable to that property. The 
agency w-ili not award points for preservation on projects that have "affordable" rents but no actual rent or income restrictions. 

AUocations: The Georgia Department of Community Affairs (DCA) received 61 applications for tax credits in 2003. .Applicants requested 
nearly S2S.9 million in tax credits, while the state only has about 515.9 million in authority. 

Private Activity Bonds with 4% Credits 

Allocations: In 2003, Georgia has S272.9 million in state tax-exempt private activity bond cap for housing programs. .Applications are 
accepted all year and allocations for multifamily housing projects are made on a first come, first served basis followed by a rating system if 
necessary. 
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Hawaii 


Low Income Housing Tax Credits (9% Credits) 

2003 QAP provides up to 6 points for a project that "will be receiving project based rental assistance subsidies which would result in eligible 
tenants paying approximately 30% of their gross moiUhly income towaids rent." Eligible programs include, but are not limited to. Section 
5 1 5 or Section 8 programs. 

AllocBtions: The demand for tax credits decreased si^ificantly in 2003. While the state has approximately S2.3 million in authority, only 
four applicants requested $ 1 .4 million in tax credits in 2003. 


Idaho 

Low income Housing Tax Credits {9% Credits) 

The state awards !0 points to developments that preserve existing low-income units (defined as a development that will be convened to 
market rale units at the end of its afTordabiiity regulatory agreement). The state wdl! award 20 points to acquisition/rehafailitation 
developments with an existing project based assistance contract Oiat will be retained under the new ownership. 

Allocations: Idaho reserved S2.65 million in lax credits to 10 projects with a total of 416 units in 2003, 
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Illinois 


Low Income Housing Tax Credits {9% Credits) 

S3 million sei aside (up from S2.5 million in 2003 and $1.5 million in 2000) in state QAP for rehabilitaiion of currently occupied low-income 
housing developments whose eligibility for conversion to market rate housing is imminent {2-3 years) or projects otherwise in danger of being 
tost due to need for substantial rehabilitation. If not fully utilized in Round 2, remaining funds go into the general pool. Applies to (I) 
preservation-eligible projects under ELIHPA or LIHPRHA, (2) projects widi expiring Section 8 contracts, regardless of whether the Owner 
has given notice of its intent to allow such contract to expire, (3) projects widi HUD-held mortgages, and (4) qualifying projects originally 
funded by Rf-lS. 

In addition, up lo five points are provided in the genera! scoring categories for properties with project-based assistance (McKinney. Housing 
Choice Vouchers, Housing Choice Voucher Conversion, USDA Rural Development project-based 

Allocations: IHDA has SIS million in available tax credits during 2004. In December 2003, IHDA had received 59 applications for the first 
round of the 2004 tax credits. Award recommendations of $1.5 million were made for 2 preservation projects. In the second round, 44 
applications were received in total, with 7 seeking qualification under the preservation set-aside. In 2003, all 518 million of the state's 2003 
tax credits were reserved. Four projects had funds reserved under the preservation set-aside. 

Chicago 

The City of Chicago has listed preservation as one of its preferences for awarding 9% credits. 

Allocations: in 2004, Chicago's Department ofHousmg will allocate $5 million in tax credits, as it did in 2003. In 2002, SI million of that 
year's S5.4 million in lax credits financed rehabilitation projects. 

Private Activity Bonds with 4% Credits 

Allocations: In 2004, IHDA requested that SI 50 million of the $945 million bond cap go to housing. In 2003, IHDA was allocated 560 
million in tax-exempt pnvate activity bond cap lobe used for muUifamily housing. By December 31. 2003, SI 21 million in tax-exempt bond 
financing had been provided to six multifamily projects. 

Chicago 

The City of Chicago has devoted a substantial amount ofpnvatc activity volume cap and 4% credits to preservation. 

Housing Trust Funds 

According to the Center for Community Change’s Housing Trust Fund Project, the Illinois Affordable Housing Trust Fund made a specific 
grant of $100,000 lo Tenants United for Housing, to provide technical services for tenants statewide who live in HUD-assisted properties 
eligible for Mark-to-Market, Services include outreach, training, and organizing of tenants to assure protection and preservation of unia 
reserved for low-income tenants. Loans from the Trust Fund may also be used to refinance existing mortgages that will facilitate the 
preservation of affordable housing and for acquisition and rehabilitation of existing housing. .Approximately S35 million is available each 
year, with a maximum award of approximately $750,000. 

Other Preservation Initiatives 

Illinois has created the Illinois Affordable Housing Tax Credit (lAHTC) which allows individuals or organizations to donate cash, securities, 
personal property or real estate to panicipating non-profit housing developers m exchange for a state income tax credit of 50 cents on a dollar, 
Aggregated amount of donation must be at least $10,000- Under the program. SI million is earmarked for technical assistance and general 
support and $2 million for Employer Assisted Housing. Funds must be used for projects that meet the definition of affordable housing. IHDA 
is the I.AHTC administrator for the state and gives preference to projects that "emphasize preservation, serve lower-income people, are ready 
to proceed financially and serve special needs populations. The Chicago Department of Housing is the lAHTC administrator for the City of 
Chicago. 

Within the MuUifamily Department, IHDA works with existing owners to help meet the rehabilitation needs of older developments and to 
encourage owners to keep their developments in the afforable housing stock. The department helps IKDA-financed properties to refinance to 
help rehab and preserve the property and acts as a P.AE in HLID's Mark-to-Market process. 

Cook Canary 

The Cook County Class S Program was set up to preserve project-based Section 8 multifamily rental housing as decent, safe and affordable 
for low- and moderate-income households in Cook County. This incentive allows a 50*/« tax assessment reduction for those units that remain 
affordable through the project-based Section 8 program. Eligible properties are those subject to a project-based Section 8 contract in an area 
where market-rate rents exceed otherwise allowed rents through the project-based Section 8 program. Qualified properties must renew their 
contracts through the HUD Mark Up To Market (MUTM) program, and Section 8 units must be retained dunng the five-year term of the 
renewed .MUTM contract. The assessment reduction is calculated according to the proportion of Section 8 units in the building. 

The county's Class 9 Program offers a 50% reduction lo developers who complete major rehab on multifamily buildings and keep rents below- 
cenain levels, Propenies are eligible for a 16% assessment level for a period of 10 years that can be renewed for additional 10- year periods. 


May 2004 


National Housing Trust 



66 


State and Local Housing Preservation Initiatives 


Page 8 of 23 


Indiana 


Low Income Housing Tax Credits |9% Credits) 

Indiana's draft 2004 QAP— which pertains to tax credits, tax exempt bonds. HOME funds and the state's Low Income Housing Trust Fund 
money— has a 10% set-aside for developments which involve die substantial rehabilitation of a currently occupied low income housing 
development with a minimum 25% occupancy rale and/br a develofHnent otherwise in danger of being lost as affordable housing. This 
includes developments being removed by a federal agency developments utilizing HOPE VI funding, and the conversion of existing market 
race housing to affordable housing. Rehab cost must be ai least $ 1 0,000/unit to be considered in this category (S7,000 for other set-asides). 

Indiana also provides 3 points for federally assisted low-income housing developments widi at least 50% of its units in danger of being 
removed by a federal agency from the low-income housing maricet due to eligible prepayment, conversion or financial difficulty. 

Allocations: In 2003, three preservation projects received tax credit allocations dirough the preservation set-aside. A total of Si .24 million in 
tax credits were allocated to these projects, preserving 21 1 units. 

Private Activity Bonds with 4% Credits 

Allocations: While almost S92 million in private activity' b<md cap was designated for rental housing, only S37.5 million in bonds were issued 
for 9 projects. 

Iowa 


Low income Housing Tax Credits (9% Credits) 

The 2004 QaP inckides a 20 percent set-aside of the annual State Ceilii^ for the preservation of qualifying Projects. Projects applying for 
this set-aside must be one or more of the following; (1) federal, slate, or locally assisted housing preservation including low-income housing 
units subsidized under Section 236, Section 221(dX3), Section 8 project-based rental assistance. Section 221(d)(4). Section 515 or similar 
programs; (2) adaptive reuse of existing buildings, and (3) converaon of existing market rate developments to affordable housing. 

Additionally, Preservation Projects will receive 15 points {down from 30 points in 2003). Preservation Projects are defined as a Project that 
has federal subsidy (HUD Section 8 or USD.A Section 515) and is likely to lose their low-mcome status (HU'D-opt out notice or USDA 
prepayment filed), or in need ofrepair orapre-19W Section 42 Project that has successfully completed their !5'year compliance penod. 

A rehabilitation threshold of at least 10*4 of adjusted basis or 56.000/low-mcome unit (up from S3 .000 in 2003) is required. IFA reserves the 
right to award additional credits, if available, to projects involving acquisition/rehab. adaptive reuse or historic preservation if project costs 
exceed original cost estimates. 

Allocations: 48 projects, 9 of which were preservation projects, applied for S13.7 million in tax credits in 2004. More than S6 million was 
awarded to 19 projects, with 3 of those involving preservation or adaptive reuse. As of March 2004, more than S4.4 million had been 
reserved, with 8 projects involving acquisiiion/rehabiluation and one other project involving rehabilitation only. 

Private Activity Bonds with 4% Credits 

Allocations: In 2004, the stale has $235.5 million in loiai bond cap. with $22 million for rental housing. In 2003, bond funding of $20,4 
million supported four rental properties. 

Housing Trust Funds 

The Iowa State Housing Trust Fund is held within the Iowa Finance Authority (IF .A). There are two programs operated under the Trust Fund-- 
the Local Housing Trust Fund Program and the Project-Based Housing Program. 40*/» of available money from the Trust Fund is allocated to 
the Project-Based Housing Program. The Project-Based Housing Program assists in funding the deveiopmenl and preservation of affordable 
single and multi-family housing units. For 2004, IFA awarded approximately $1.78 million in funds lo 12 organizations. $550,000 of which 
was awarded to 3 organizations under the Project-Based Housing Program. No local housing trust funds received more than SI. 2 million 

Other Preservation Initiatives 

IFA's Muhti family Preservation Loan Program provides loans to nonprofit and for-profit sponsors to preserve existing multifamily affordable 
housing at risk of being lost from the stock. Activities eligible for assistance include acquisition with substantial rehabilitation (acquisition 
with minor repairs possible for nonprofit owners), loan rcstructunng in Mark-to-Market program, resiructunng ofLIHTC or IFA loan projects 
pursuant to a workout plan, restructuring of HUD/USDA projects that are held or troubled, resiructunng of HaF or IHC loans, restructuring 
of troubled LIHTC projects, and rehabilitation needed to eliminate health or safety threat (for nonprofit-ovmed properties only). The 
maximum loan amount and term is $2 million and 30 years respectively. 

IFA also has a Main Street Revitalization Loan program and since 2002 has made 9 loans ranging from a low of $50,000 to a high of 
$250,000. Loan were made for such things as rehabilitation of2nd'3rd floors into office/conxmunity space; rehabilitation of 2nd floor into 
apartments; rehabilitation of building for clothing store, restaurant and commercial space. This program is intended to provide financing to 
facilitate upper floor housing, infill development projects and co mm e rc ial properties situated in the downtown area of communities 
participating in the Iowa Main Street Program administered by the Iowa Department ofEconorruc Development. Iowa’s Main Street 
Program currently has 33 active communities. They range from a population of 465 to 80.505, While their sizes vary, their goals are the 
same; to maintain and develop their downtown areas. Access to affordable loans has been identified as a major obstacle to downtown 
development As communities realize the fact that upper floor downtown housing can be pan of Iowa's housing shortage solution and that 
people are willing to live in qualify upper floor housing units, more and more arc punuing this aitemative. It supports centralized living; 
increases the social, physical, economic and political values of a community’s heart and soul, its historic downtown. 
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Kansas 

Low income Housing Tax Credits (9% Credits) 

10 poims are given lo developments that preserve existing tow-mcome properties that would be subject to foreclosure or default if tax credits 
were not availabie. 

Allocations: By the summer 2002, the state had used up its 2003 tax credits on 27 projects, including at least one acquisition/rehabilitation 
project- 

Private Activity Bonds with 4% Credits 

Allocations: In 2002. the state did more than S80 miHiofi in tax exempt multifamily bond business, nearly tripling its previous levels. 


Kentucky 

Low Income Housing Tax Credits {9% Credits) 

The 2004 allocation plan specifies approximately SI .2 million R) be utilized for projects that are rural or preservation projects. Preservation 
projects are projects that are the rehabilitation of already existing low income uniis provided that the rehabilitation will repair or replace 
components that arc either in immediate need of repair or replacement or are functionally obsolete or require modification or enhancements to 
meet new applicable federal, state or local housing or building code requirements. 

in the 2004 allocation plan, 1 5 points are awarded lo projects that involve the acquisition and rehabilitation or rehabilitation of a project to 
prevent foreclosure and/or loss of the project for use by low-income households. This can be defined as those projects eligible for waiver 
under IRC Section 42(d)(6), or projects that have previously received Housing Credit and the compliance period has ended. Projects can aLso 
receive 10 points for the preservation (excluding acquisition only projects) of other existing housing stock. 

Allocations: in 2002, 39 projects received S7.9 million in credits. 

Private Activity Bonds with 4% Credits 

Allocations: According to the Kentucky Housing Corporation, while they have offered tax exempt bonds for the past two years for 
multifamily development, there has been minimal inieresi. Approximately $20 million out of the suie's SSObmiJlion bond cap is available for 
multifamily housing. 


Louisiana 


Low Income Housing Tax Credits {9% Credits) 

Seven (7) Congressional Districts are allocated 14.0% each of the Slate's Credit Ceiling. There are sub-pools in each Congressional District 
from which qualifying applications may request a reservation of ux credits- The revitalization sub-pool receives 3,25% of the credit ceiling, 
totaling 22.75% set-aside for any particular sub-pool. The revitalization pool includes Mark-to-Maricei projects. There are also 50 points 
awarded for abandoned projects, 

50 points awarded for abandoned projects. 

Allocations: More than $1 2.2 million in tax credits were requested m 2003, with more than S7.59 million reserved for 30 projects. 


Maine 


Low Income Housing Tax Credits {9% Credits) 

In Maine's 2004 & 2005 QAP. one of the stated prionties is for "projects involving acquisition and/or rehabilitation, which add to or 
significantly rehabilitate the existing rental housing stock, and are rent-restricted to the lowest income households." The QAP provides 3 
points to projects involving rehabilitation of existing housing stock that also provide protcebon against displacement and substantia] increases 
in housing costs attributable to the rehabilitation. The QAP also includes a 90-year affordability period as a new threshold requirement. 

Allocatlons: Allocations are capped at $500,000 per project, up from $450,000 in 2003. Five applicants were allocated at total of SI. 9 million 
in tax credits for 134 uruts in 2003. 

Private Activity Bonds with 4% Credits 

Allocations: S30 million out of S228.6 million in total private activj^ bond cap is set-aside for rental housing. .Applications are accepted on a 
case-by-case basis. Seven multifamily projects received bonds in 2003- 
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IViarvland 

Low Income Housing Tax Credits {9% Credits) 

Allocations: Maryland has an estimaied S9.7 million in LIHTC aiWhority for 2004. As of June 2003, S3.} rrullion from 2004 credits had been 
reserved. In 2003, ) 8 projects were awarded tax credit reservations totaling to about S9.7 

Private Activity Bonds with 4% Credits 

In early 2002, the Department of Housing and Coramunity Development's (DHCD) Community Development Administration secured S50 
million in private activity bond funds from the State, specifically devote to the presesv'ation of muitifamily affordable housing that is at nsk 
of loss to the state's affordable housing stock due to conversion to market rate and/or deterioration. It is our understanding that Maryland will 
commit an additional S30 million from the same source in 2003. 

Allocations: Approximately SI 06 million in new bond cap will be available to DHCD in 2004. but with prior year carryovers, refundings and 
transfers of authonty, considerably more should be available. DHCD anticipates more than S200 million in volume cap could be allocated in 
2004 for muitifamily financing. An increased number of requests for financing preservation projects emerged in 2003 but only about half of 
the S409 million private activity bond cap for 2003 was allocated as of June, with SI 02.4 million going to rental housing. 

Housing Trust Funds 

The Maryland Affordable Housing Trust (MAHT) awards loans or grants of up to SI 00,000 to help provide housing for households earning 
less than 50% of area or statewide median income. Eligible uses of MAHT funds include the acquisition, construction, rehabilitation or 
preservation of affordable housing, such as the purchase of federally assisted housing to guarantee continuation of federal assistance. 

M on f ” omen ■ Cu u n i) ■ 

The Housing Initiative Fund in Montgomery County prioritized the preservation of federally-assisted properties. According to the Center for 
Community Change’s Housing Trust Fund Project, the fund has preserved the county's entire stock of expiring Section 236 housing 
(preserving 460 units); provided loans to the local housing audiority to purchase four I00% project-based Section 8 buildings (preserving 407 
units); Memorandum of Agreement between owners of 20% project-based Section 8 properties who were planning to opt-out that resulted in 
the preservation of 309 units in seven privately held Section 8 properties (county provides lax abatement to bndge the gap between the 
amount HUD pays in rent and market rate rents, provides bridge loans when HUD rent payments are delayed, reimburses for the cost of 
market studies and other expenses HUD requires in order to document rent increases and covers the cost of extraordinary damages to a unit). 

Other Preservation Initiatives 

A large percentage of the Preservation projects we assist are financed with tax exempt bonds under the Muitifamily Bond Program (MBP), 
Many of these projects represent preservation of federally assisted projects in order to preserve the existing project- based rental and interest 
rate subsidies. Substantial rehabilitation also occurs in order to modernize the units. Until I/V04, preservation of affordable units was one of 
the four threshold criteria needed to qualify for bond financing with Maryland DHCD. Due to sufficient bond cap to assist preservation 
projects on a first come, first serve basis and the large number of older projects needing revitalization in geographic markets throughout the 
State, Maryland removed Preservation as a threshold criteria. They are stilt able to actively provide financing for Preservation projects and 
have seen no decrease in activity to date. Projects requesting 9% credits and State soft loans are only awarded funds on a competitive basis. 
Currently, the Qualified Allocation Plan (QAP) and Multifamily Renta) Financing Program Guide gives bonus points for rehabilitation. Most 
of the projects tliat earn these points are projects that agree to long tenn use resmctions of at least 40 years and are representative of 
preservation projects also. 
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Massachusetts 


Low Income Housing Tax Credits (9% Credits) 

The fust of 1 0 pnncipies listed m the 2004 QaP is to "redevelop firet.” The QAP gives "preference to redevelopment of brownfields, 
preservation and reuse of historic structures and reh^ilitation of existing housing and schools." 

For 2004, 35% of the allocated credits are awarded to preservation projects, defined as (i) expiring use restnction projects, (2) "opt-out" 
Section 8 projects, and (3) other ”al risk" units locaiaJ in distressed or foreclosed propenies. 

Private Activity Bonds with 4% Credits 

Allocations: Massachusetts allocated S 1 50 million of its total S526 million in bond cap to multifamily projects in 2003. 

Housing Trust Funds 

The guidelines for the Affordable Housing Trust Fund describe how funds ’may be used to support the acquisition, development or 
preservation of affordable housing units." 

The preservation of federally assisted rental housing is specifically discussed; "In accordance with the Statute, projects for the preservation of 
existing federally-assisted rental housing that have expinng afford^lc use restrictions are eligible to receive financing. Applications 
proposing the preservation of federally-assisted rental housing at risk of loss due to mortgage pre-payment, or non-renewal of rental 
assistance contracts, as set forth in Section 3 of the Statute, shall be evaluated according to the following criteria: 1 . Immediacy of risk loss of 
long-term affordability, taking into account any and ail use restrictiofa; 2. Presence of economic risk, as measured by indicators including but 
not limited; to market demand, building condition, and level of equity; 3. Availability of other preservation funding resources; and 4, Impact 
on existing tenants." 

Camhrid'^e 

Cambridge launched CITYHOME in July 1995 with S2 million to thcTnist Fund. Since then, according to the Center for Community 
Change's Housing Trust Fund Project, the city has contributed more than $24,5 million to CITYHOME. in an effort to preserve and increase 
affordable rental and homeownership opportunittes for low and moderate income residents. More than 1,300 affordable units have been 
created or preserved. The Trust Fund provided technical as well as financial assistance to tenants and owners of four properties, preserving 
more than i ,000 additional affordable units. The fund has also helped local nonprofits acquire mukifamily properties at risk of becoming 
unaffordable to low-income households due to the loss of rent control in the city. 

Other Preservation Initiatives 

For its own agency-financed. Section 8 developments, the State of Massachusetts has adopted a creative HUD Rent Adjustment Waiver that 
replaces HUD's "10% rule" with a calculation ofimtiai difference by comparing the existing Section S FMR to the original Section 8 Gross 
Rent at the development, This has resulted in a much better proxy for market rent, keeping existing owners in the Section 8 program, 
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Michigan 

Low Income Housing Tax Credits {9% Credits) 

The selection criteria in the 2003 QAP increases the preservation "holdback" ofS3.5 million of its S17 million in 9% credits for projects that 
preserve affordable housing, defined as already existing low income units which are within 2 years of any peraiitled prepayment or loss of use 
resmction and which will remain low income for at least 15 years. The credits will be allocated on a first come, first served basis. 

Allocations: In 2004, there were 1 7 Preservation Holdb^k ^licants for almost S5.3 nullion. The stale made 1 1 reservations laider the 
Preservation Holdback (953 units) for almost S3.4 million. In 2003, 14 allocations for 909 units were made through the preservation holdback 
for almost S3.i million. 

Michigan has a combined application for the low income housing tax credit, "TE.AM" tax-exempt bond lending, 501(c)(3) Preservation 
Program and the Section 202 and Section 236 Preservation Program. The deadline for project applying under the Preservation Holdback of 
the lax credit program is August 16. 2004. 

Private Activity Bonds with 4% Credits 

In 2003, MSHDA allocated SI 20 million in tax-exempt bonding capacity to the Section 236 and Section 202 Preservation Program. The 
program is used for the acquisition and preservation of affordable housing urats in developments currently assisted under the federal Section 
236 and 202 programs. A minimum of 55,000 per unitofrehabilit^on is required. MSDHA has a portfolio of more than 10,000 Section 236 
units- 

in 2003, Michigan also used 575 million in private activity bond c^ for their modified pass through program as well as $3. 1 million from 
HOME for preservation. 

Other Preservation Initiatives 

The State of Michigan has created a "Plethora of Preservation Programs" that won a program excellence award from the National Council of 
Stale Housing Agencies in the fail of 2002. 

MSHD.A's "TEAM" tax-exempt bond lending, 501(cX3) Preservation Program is a loan program for the preservation of affordable housing 
units. The pro^m may be used to acquire market units to convert to affordable units. Some level of rehabilitation is required. 

The "Section 8 Preservation Program” funded with MSHDA internal funds offers owners an equity take-out, interest rale reduction and 
increased cash flow for waiving their right to opt out. 
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Minnesota 

Low Income Housing Tax Credits {9% Credits) 

For 2004, one of the minimum threshold requirement is: projects which preserve existing subsidized housing, if the use of tax credits is 
necessary to ( I ) prevent conversion to market rate use or (2) to remedy phyacal deterioration of the project which would result in loss of 
existing federal subsidies. 

The state awards 1 00 pomts-higher than any other categoiy in the QAP-to Non-Tax-Exempl, Minnesota Housing Finance Agency (MHFA) 
Credit Ceiling, Competitive Round Projects that preserve federaily-assistoi units (federally- assisted low income housing which, due to 
mortgage prepayments or expiring rental assistance, would convert to maiket rate use or due to physical deterioration or deterioration of 
capacity of current ownership/management entity would lose its federal subsidies within 2 years of the application dace). lO points are 
awarded to Tax-Exempt, Non-MHFA Credit Ceiling, and Non-competitive Round Projects for preservation. 1 00 points are also available to 
existing MHFA Tax Credit projects applying for tax credits from MHFA's con^etitive allocation process. 

Up to i 8 points arc given to an owner that has entered into negotiations widi a Local Housing Authority to receive Project-Based Rental 
Assistance. 

MHFA had a holdback of HTCs for developments that preserved federally assisted developments in its 2003 and 2004 QAPs. HTCs were 
awarded to four developments, preserving a total of 168 units. UnforUtnately. this holdback is not being offered in the 2005 QAP, however 
MHFA will continue to have Preservation as a priority in both the HTC program as well as the deferred loan programs. 

Allocations: While the amount of tax credits requested in 2003 was more than double the amount reserved, two of the seven cities and 
counties that suballocate credits returned theirs to MHFA. in 2(W3, acquisition/rehabilitation projects received only SI .4 million of the S9 
million in credits. The tax credit amount per unit doubled in 2003, fee median credit reservations decreased by 30% and the median project 
size went from 56 units to 40 units. 

Private Activity Bonds with 4% Credits 

The share of the state's tax-exempt bond cap allocated to the housing pool is S 133.9 million in 2004, up from SS0.5 million in 2001. The MN 
Housing Finance Agency received almost S93.2 million in eniitlement authority in 2004, up from $86.7 m 2003. 

Housing Trust Funds 

About 54 million provided annually, devoted primarily to physically preserve the existing affordable housing stock as well as the new 
construction of permanent supportive housing. MHFA also provides rental assistance and/or operating subsidies with this funding source. 

Other Preservation Initiatives 

One of MHFA's five goals in its 2004-2007 Strategic Plan is to "preserve strategically the existing affordable housing stock." They are acting 
on this plan through a wide variety of initiatives. 

MHF.^'s Preservation Affordable Rental Investment Fund Program (PARIF) is S9.273 million program subject to biennial appropriations. 
PARJF is a statewide program that provides low interest-deferred loans to help cover the costs of preserving permanent affordable rental 
housing with long term project-based federal subsidies that are in jeopardy of being lost. The program provides funds to help cover the costs 
of acquisition, rehabilitation and debt restructuring of federally assisted developments, as well as equity take-out deferred loans. Eligible 
developments are those which receive project-based federal subsidies. The subsidies must be at risk of loss within rwo years, due to owner 
cancellation, a failing physical inspection and/or diminishing ownership capacity. Since 1998, MHFA’s PARIF program has awarded $64 
million to 8 1 developments containing 6,400 units. 

The State of Minnesota has also devoted S37 million in General Fund appropnations to the preservation of federally-assisted housing in that 
state. So far as the Trust is aware, apart from Montgomery County, Maryland, this is the only municipality or stale to have devoted its general 
lax dollars to this type of effon. 

MHFA uses its HOME funding as well as state appropriations to provide long term deferred no or low interest loans to promote the 
development or redevelopment of the state’s affordable housing stock. The HOME program's recent expenditures have concentrated about 
40% of It's funding on Rural Development preservations. 

MHF,^ has a Redefined Equity II program and also a bond refunding program for F.AF developments. Both of these programs are very 
economical ways to provide financial incentives to owners of federally assisted housing in exchange for longer term commitments to remain 
in the federally assisted programs. Thru the Spring of 2004. MHFA has preserved 3 1 developments with over 1 ,400 units, with a PV of S94 
million m Section 8 payments over the course of d\e preservation, with no financial outlay to the MHFA. 
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fVlississippI 

Low income Housing Tax Credits {9% Credits) 

For 2004. the Mississippi Home Corporation will reduce the minimuin score required to seventy (70) points (from 75) for preservation 
developments that are committed to providing one hundred percent (100%) of the units set-a-side for tenants at or below sixty percent (60%) 
of the county median gross income for forty (40) years or longer. 

The 2004 QAP provides 5 points for a development that "preserves existing developments serving low-income residents that would be lost 
due to conversion to market rate, loss of rental assistance, foreclosure or default, and mortgage prepayment. To be eligible, the development 
must be currently in danger of conversion, foreclosure, or de&ult. 

Allocations: The state forward commits tax credits from the i^nnning year's ^thority. The 2003 projects received S4.9 million in 2004 tax 
credits, with less than !% of the credits reserved for acquisition/rehabilituion projects. Developers are able to apply for 2005 credits in the 
next funding round, 

Private Activity Bonds with 4% Credits 

Allocations: Mississippi has an estimated S 11 2.5 million in statwide private activity tax-exempt bond aulhoriry for housing in 2004. In 2003, 
MHC provided bond financing for 4 multifamily projects. 


Missouri 


Low Income Housing Tax Credits (97o Credits) 

The non-numerical criteria in Missouri's 2004 QAP includes the "preservation ofexisting affordable housing." 

Private Activity Bonds with 4% Credits 

There is no formal selection criteria for bond authority but. according to Affordable Housing Finance magazine, the Missouri Department of 
Economic Deveiopmem (DED) has an agreement with MHDC to refer housing projects for evaluation, with a preference for rehabilitation 
over new construction. 

Allocations: In 2003, 5 multifamily projecU received bond financing. A greater portion of the bond cap wil] be awarded to multifamily 
housing in 2004. DED gave a carryforward allocation of $70 million to MHDC for mulufamily housing rehab projects for 2004. 

Housing Trust Funds 

One of the evaluation factors for the Missouri Housing Trust Fund is: "Does the proposal preserve an existing affordable housing structure?" 

Other Preservation Initiatives 

The MHDC Rental Housing Production and Preservation Program provides funding to developers for the acquisition and rehabilitation or 
new construction of rental housing for low and moderate income families. The MHDC funds are typically combined with Low Income 
Housing Tax Credits to fund affoi^able Multifamily housing developments. The program provides below market interest rate construction 
and permanent financing. 

MHDC approved funding for 47 affordable rental housing developments as pan of its Remai Production and Preservation Program on Friday, 
Jan. 23, 2004. The proposals were funded after MHDC suff reviewed 1 1 4 proposals submitted as part of the program, The funded 
developments included 17 rehabilitation projects with more than 1,000 units. 

During the 2003 tax credit round (Missouri allocates in January for that year's 9% credit), the state stretched its funds by allocating MHDC or 
HOME funds, but no 9% credit, for a few properties that would work with a bond allocation and 4% credit. .According to the State UFA 
Executive Director, tax credits, HOME or MHDC funds are used for a great number of properties currently funded with RD (rural) 
mortgages, but in need of preservation. These are done as acquisition properties, preserving the physical asset as well as the Section 8 HAP 
contract. 


Montana 

Low Income Housing Tax Credits (9% Credits) 

The 2004 QAP awards 2 points for projecU that propose the preservation of existing federally assisted housing stock or increases the 
affordable housing stock through the use of either the Rural Development 515 program, HOME program, the CDBG program or the FHLB 
Affordable Housing Program (AHP). 

Allocations: In 2004, S2.3 million in crediu are available. 18 projects requested $4.38 million, including 2 acquisition/'rehab projects. 

Private Activity Bonds with 4% Credits 

Allocations: Of Montana’s more than S22S.5 million bond allcKtation in 2003, more than $65.6 was allocated to housing. 
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Nebraska 

Low Income Housing Tax Credits (9% Credits) 

Allocations: The Nebraska Investment Finance Authority (NIFA) made tax credits reservations for I i projects in 2003, for a total of more 
than 53.3 million for 529 units. Of those lOprojccB, 2 were acquisitmo/rehabilitauon projects, totaling SI million for 188 units. 

Private Activity Bonds with 4% Credits 

Allocations: Nebraska has a S228.6 million private-activity tax-exen^t bond cap, tionc of which is set aside for housing. There were four 
muitifamily deals completed in 2002 and 2003. totaling more then S9(M),(KK) m 4% tax credits. 

Nevada 

Low Income Housing Tax Credits (9% Credits) 

The draft 2004 QaP provides 2 points for "at risk properties as listed in the National Housing Trust Publication". 

Private Activity Bonds with 4% Credits 

Allocations; Nevada’s 2003 slate ceiling is almost S228.6 million, widi SlOO million for muitifamily housing. 

New Hampshire 

Low Income Housing Tax Credits {9% Credits) 

For 2004. projects that are located in formally designated community revitalization areas, such as HCD Enterprise Zones, Mam Street 
programs, designated blighted areas, or otherwise targeted areas can receive 2 points for preserving and renovating existing housing. 

Allocations: During the first two rounds of 2003, seven projects with 21 1 units received more than S2,33 million tax credit reservations. 

Private Activity Bonds with 4% Credits 

A//ocaf/ons; The New Hampshire Housing Finance Agency (NHHFA) will have S144.3 nullion in tax-exempt private-activity bond authority 
in 2004, S26 million of which will be reserved for renul housing. 

Housing Trust Funds 

The 1988 session of the General Court appropriated the initial $4,000,000 for acquisition, development, and preservation of low-income 
housing. This initial appropriation was entirely committed by 1989, However, this fund has been replenished through program income, tax- 
exempt bond fees, earnings, and, in 2002, with a state appropriation of $5 million recapitalization of the Fund. 

Tlie fund is used to provide loans and grants to support rental housing, group homes, and manufactured housing cooperatives. Funds are 
typically reserved for below market rate loans or grants to cover financing gaps or fund projects that cannot support debt. Both for and non- 
profit sponsors are eligible for financing. 

New Jersey 

Low Income Housing Tax Credits (9% Credits) 

The 2003-2004 allocation plan includes four "funding cycles". The Final Cycle includes a HOPE VI set-aside and a preservation set-aside. 
The 2nd reservation of credits from the Final Cycle will be given to the highest-ranking eligible application from a preservation project, The 
QAP defines a "preservation project" as an existing, currently occupied affordable housing project at risk of losing its affordability controls. 

Allocations: The New jersey Housing and Mortgage Finance Agency (NJHMFA) plans to reserve $15.5 million in tax credits in 2004 and 
expects approximately double that amount in applications- In 2003, the demand for tax credits was twice the available supply, with a total of 
S3 1 million in applications and more than $1 1 million reserved. 

Private Activity Bonds with 4% Credits 

Allocations: In 2003, the NJHMFA used approximately $90 million of the sme’s S644 million in total bond cap to finance 13 multifamily 
projects. Two of the 13 projects were preservation proj«:ts. The new financing extended affordability an average of 20 years and funded 
rehabilitation work of over $10,000 per unit, 

Other Preservation Initiatives 

The NJHMFA allocated $20 million from their General Funds to fund a Small Rental Project Preservation Loan Program. The program will 
be used to stabilize and preserve existing occupied small rental housing projects {with 5-25 rental housing units), which require moderate 
rehabilitation. 

The Agency allocated $40 million of reserves to provide a lower than market rate financing. These taxable funds allow a steady flow of 
dollars into preserving affordable housing and arc not reliant on boi^ funding. 

The Agency formed a division of lending whose main focus is financing preservation. The Division of Muitifamily Lending currently has a 
pipeline of 1 5 projects representing over 3.200 alTordable units and $50 million in financing. 
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New Mexico 


Low Income Housing Tax Credits {9% Credits) 

The state awards 15 points to projects that preserve affordable housing. Specifically, points are awarded to previously subsidized projects in 
which rents for 75% of the units are currently in excess of Tax Credit Ceiling rents and will be reduced to Tax Credit Ceiling Rents, or for 
which use restrictions are to expire on or before December 3 1 st, 2006. 

in addition, new allocations can be awarded to projects previously subsidized with credits. Existing projects that previously received tax 
credit allocations and are now eligible under Code Section 42(dX2) for new acquisition tax credits may apply for a current allocation. 
However, the Projects must demonstrate a real risk of loss of affordable units and an addition of significant improvements and services to 
enhance livability for the tenants. 

Allocations: The demand-to-supply ratio increased to 1.63 to 1 for 2003. Median awards increased to $397,691 and median project size 
increased to 78 units in 2003. 

Private Activity Bonds with 4% Credits 

Allocations: The New Mexico State Board of Finance allocated $37 million in private activity bonds to 10 multifamily projects in 2003. in 
2004, the State Board of Finance’s recommendation is to increase this allocation to $45 million, more than 19% of the total allocation, for 
multifamily housing. 


New York 


Low Income Housing Tax Credits {9% Credits) 

The New York State Division of Housing and Community Renewal (DHCR) is the lead Housing Credit Agency for the State of New York. 
Of DHCR's $24 million available for LIHTC reservations, up to 52 million may be made available for preservation projects as defined in 
DHCR’s Q.AP. Preservation is defined as property being rehabilitated to extend its useful life and is (1) consistent with a public agency work 
out, (2) is part of a community revitalization plan or (3) is in danger ofbcmg lost as an affordable housing resource. 

DHCR's Q AP also indicates that if a project includes the rehabilitation of any occupied residential building(s), the acquisition costs of the 
buildingfs) may not exceed 25% of the total development costs of the project unless it is a Preservation Project. 

The slate's remaining SIO million in credits for 2003 are suballocated to the New York State Housing Finance Agency (HFA), the New York 
City Department of Housing Preservation and Development (HPD) and a rural housing agency, the Development Authority of the North 
Country. 

Allocations: Historically, demand for tax credits has outpaced supply, with demand exceeding supply by 4 to 1 in 2003. State agencies will 
award $34 rnillion in credits in 2003. In 2002, the average allocation was about $420,000, with projects averaging 40 units. 

jVfiv York Cffv 

A suballocation of New York Slate's 9% low-income housing tax credits is provided to the City of New York. New York City publishes its 
own QAP for this suballocation. The City’s QAP does not provide a special priority or "set aside" for the preservation of federally assisted 
housing. 

Allocations: New York City received 105 applications totaling S15.3 million for its SI i.8 million share of the state’s $34 million in federal 
tax credits in 2003. 

Private Activity Bonds with 4% Credits 

The $140 million Housing Opportunities and Preservation in the Empire Slate (HOPES) program in New York State is a set-aside of private 
activity bonds with 4% credits for preservation. Administered by HFA, the funding includes SiOO million of the slate’s tax-exempt bond cap, 
plus 540 million in 4% low income housing tax credits. Section 202, Section 8 and Mitchell Lama Projects arc all eligible for HOPES. 

Allocations: In 2003, New York will allocate $750 million of its SI. 5 billion in private activity bond cap to muiiifamily housing projects. By 
the end of May 2003. HFA had allocated bond cap to 10 projecu (with plans to finance 5-10 more before the end of the year), six of which 
are preservation projects. In 2002, HFA provided tax-exempt financing to 1 1 projects, including 5 preservation projects. 

New York City 

New York City receives a separate suballocation of the State’s tax-exempt bonding authority. The New York City Housing Development 
Corporation (HDC) is aulhonzed to issue tax-exempt bonds for the development ofmultifarmiy housing, HDC does not provide a special 
priority or set aside for the preservation of federally assisted housing. 

Allocations: The city will allocate $175 million m tax exempt bond cap to muiiifamily projects in 2003. 
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North Carolina 


Low Income Housing Tax Credits (9% Credits) 

The State will award up to the lesser of the following amounts to projects proposing rehabilitation of existing housing: I ) twenty percent (up 
from i 0% m 2003) of the slate's total federal tax credit ceiling, or 2) tiie amount required for 1 0 projects (up from 5 in 2003). Rehabilitation 
projects will not be eligible for credits other than in this set-aside. In order to be eligible for rehabilitation funding, a project must a) have 
committed mortgage subsidies from a local government in excess of S5, 000 per unit or federal project-based rental assistance for at least 30% 
of the unts, b) have been placed in service on or before December 31, 1986, c) require rehabilitation expenses in excess of 515,000 per unit, d) 
not have an acquisition cost in excess of 60% of the total replacement utsts, e) not be feasible using tax exempt bonds, and f) have less than 
S7 rriillion total or $100,000 per unit in replacement costs. 

In the 2004 QAP, NCHFA is permitted to allocate 2004 tax cralits outside of the nonnal process to projects that meet one of five 
requirements including preventing the loss of federal investment 

Allocations: For 2002, the state received requests for niple the amount of credits than it had to allocate. 

Private Activity Bonds with 4% Credits 

North Carolina will allocate the multifamily portion of the state's tax-exempt bond authority and accompanying 4% credits in the following 
order of prionty: 1 . Projects that serve as a component of an overall HOPE VI revitalization effort 2. Rehabilitation projects 3. Adaptive re- 
use projects and 4. Other new construction projects. 

Allocations: Out of the $128 million m private activity tax exempt bond requested for muilifaraily housing, $57 million had been 
allocated as of May 2003. including five acquisition/'rehabilitation projects- An estimated $75 million will be set aside in 2004 for multifamily 
housing. 


North Dakota 


Low Income Housing Tax Credits (9% Credits) 

10% of the state's housing credit ceiling (minimum $200,000) was set aside for applications involving preservation of existing affordable 
housing properties in 2003. Both acquisition with rehabilitation and rehabilitation-only applications were eligible under this set aside. 

Federally assisted properties, including existing Housing Credit properties currently serving low income residents which are "at-risk" of being 
lost from the state’s affordable housing inventory were not tax credits allocated, receive 10 points. 

Allocations: The state has S2.3 million in tax credit authonty in 2003. By the Fall of 2003, formal reservations had been granted for $1.56 
million in tax credits. Awards included $234,910 to preserve 40 units of affordable housing in 2 


Ohio 

Low Income Housing Tax Credits (9% Credits) 

In the 2004 QAP, 1 5% of the low income housing tax credits are set aside in a "preservation pool." Applicants can participate in the pool if 
they are eligible for at least 90% of points in "at-risk" criterion or received allocation of credits in 1987, 1988 or 1989, 

The maximum allocation for non-preservation projects is S).l million. However, a user may be eligible for $400,000 in additional credits for 
projects eligible to panicipate in the preservation pool. 

A developer may also receive 25 points for "at-risk" housing-defined as Section 8 expiring by December 31, 2006, troubled USD A Rural 
Development Projects. Portfolio Reengineering Projects, Section 202 or 81 1 projects placed in service prior to 1979, and existing Section 236 
Projects. Parrially-assisied projects can receive the 25 at-risk points on a pro-rated basis. 

Allocations: There was increased demand for ux credits in 2003, with $48.5 million requested and $20, 1 million reserved. Preservation 
project applications more than, doubled, with 24 applicants in 2003. The median tax credit award rose to $575,697 in 2003 from $312,996 in 
2002. The median project size also increased to 66 units in 2003 from 42 units in 2002. Approximately 58% of the 2003 authority went to 
new construction projects, while acquisicion/'rehabilitation received three times as many credits as substantia! rehabilitation. 

Private Activity Bonds with 4% Credits 

Allocations: In the last couple of years, demand has been less than supply for multifamily set-aside awards, so all qualifying applicants have 
received awards. For 2003, the tax-exempt pnvate activity bond sei-aside for multifamily housing was increased to $120 million from S56 
million. All i 8 qualifying applicants were funded. Many of the projects (70%) were acquisition/rehab, with most preserving Section 236 or 
Section S propenies. 
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Oklahoma 

Low Income Housing Tax Credits (9% Credits) 

Allocations: Okiahoma’s 2003 tax credit aiiocanons for both Round 3 and Round 2 totaled 20 projects whh 1 ,0S9 units for almost S6.8 
million. 


Oregon 

Low Income Housing Tax Credits (9% Credits) 

In the draft 2005-2006 Qualified Allocation Plan, the stale maintains die 25% set-aside for preservation projects. Preservation projects include 
but are not limited to those federally financed existing projects where at least 25% of the project's units have project based rental assistance or 
are expiring LIHTC which are currently offenng rents below market Projects participating in. but limited to the following programs, are 
considered federally financed; HL'D, USDA Rural Development and the Federal LfHTC programs. Preservation projects also include 
projects participating in programs that include the replacement of existing affordable bousing units including the HOPE VI program. 

Allocations: In 2003, the stale reserved about S6.2 million in tax credits, with SI million going to acquisition/'rehabilitation. Oregon Housing 
and Community Services indicated that as much as 40% of the 2004 credits might go to preservation. 

Private Activity Bonds with 4% Credits 

Allocations: Approximately 40% (5124.5 million) of the state's 2004 total bond cap would be allocated to Oregon Housing and Community 
Services, with as much as S 1 00 initially available for multifamily housing. 

Other Preservation initiatives 

Portland 

The City of Portland requires owners to provide a 2 1 0 day notice of intention to opt out of a Section 8 contract and specifically mention that 
the City may issue condemnation proceedings to pay the owner fair market value if the City chooses to do so. Dunng this time, the owner 
may not take action that would preclude the City of Portland from succeeding under the HUD contract or negotiating purchase of the 
building. The process is complex, requiring at least 2 tqjpraisais of the property. In order to effectuate the ordinance, the City has established 
a Preservation Line of Credit (agreement with a local lender) that provides short-term resources to complete the transaction within 1 20 days. 

The City of Portland prioritizes HOME, CDBG and lax increment dollars for preservation of Section 8 housing. 

The City is exploring a proposed regional real estate transfer tax for preservation capital 


Pennsylvania 

Low Income Housing Tax Credits (9% Credits) 

PHFA continued its two-cycle application for 2004, one in October and one in April. The 2004 QAP increases the preservation set-aside to 
20% (up from 10% in 2003) for "at risk” developments defined as within 2 years of prepayment or contract expiration, with a "likely 
conversion to market rate housing or equivalent loss of low income use restnetions." This preservation set-aside may also be used for 
rehabilitation of an existing Section 8 developmem for immediate repair needs and/or for modifications required by new building 
requirements where improvements are greaier than S10,000/umt. 

PHFA also combined the application for its PennHomes, no interest loan program, and low-income housing tax credits. 

Allocations: PHFA had almost twice as many low-income housing tax credits as developers requested in 2003 (S 1 5. 1 miUton in applications 
for $27.4 million available credits). PHFA indicates that increases in operating expenses have made it more difficult to get deals done. PHFA 
plans to reserve S2 ! .6 million in tax credits in 2004, 

Private Activity Bonds with 4% Credits 

The bond program typically funds a few muilifamily projects each year, totaling approximately $50 million. Qualified projects tend to receive 
allocations, with HOPE VI and preservation deals commonly receiving allocations. 

Allocations: .Applications will be accepted anytime before September 2004-for an allocation of 2004 tax-exempt bond financing. 

Housing Trust Funds 

Philadelphia 

More than 60 organizations in Philadelphia, PA endorsed a bousing trust fund proposal released on October 21, 2003. According to the 
Center for Community Change, the trust fund's pnmary mission will be to support housing production-both rehabilitation and new 
consiruciion-by nonprofit community development organizations, including partnerships with for profit developers. Supporting housing 
preservation will also be an important purpose of the housing trust fund. While the proposal still needs to secure both state legislation and the 
city's approval, Philadelphia Mayor John Street is on record in support of the concept of a housing trust fund. 
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Rhode island 


Low Income Housing Tax Credits (9% Credits) 

For competuive 9% lax credits, the Rhode Isiand agency does ik« appear to have a strict set aside, but the Q,\? observes that the State of 
Rhode Island's local criteria for distributing tax credits includes, but is not iimiied to, "The need to preserve affordable rental housing 
threatened by expiring federal subsidies or eligibility for prqiaying subsidized mortgages.'’ 

Allocations: In 2003, more than S3. 8 million in tax credits were requested. Five out of eight applications were awarded a total of SI. 9 million 
in lax credits. The 9% applications funded were new producuoQ. Usually, but not exclusively, the Agency endeavors to use 9% credits for 
new production and the 4% credits are typically used Pw preswvation and/or mixed income deals. 

Private Activity Bonds with 4% Credits 

Reports are thai the Rhode island Housing and Mortgage Finance Program has experienced an increase in the a state program that uses tax 
exempt bonds and 4% tax credits to preserve the alTordability of Section 8 projects with RIHMFC mortgages. The properties must stay 
affordable for up to 40 years beyond the expiration oftbecurroit affordability restriction. In exchange, owners receive access to half of the 
project residual receipts account. The remainder goes to a state affordable housing trust fiind. 

Allocations: In 2003, the state had a tax-exempt bond ofS228.6 million, none of which is set aside for housing. In 2003, RIHMFC used 
proceeds of three bond issues totaling 590 million to preserve the affordability of 18 Section 8 developments with expiring contracts, 
preserving more than 1.874 units. 

Housing Trust Funds 

Proceeds from the residual receipt accounts from Preservation transactions are deposited in a Housing Trust Fund. In some instances, the 
Corporation will make loans from the Trust Fund to Borrowers to ensure the Preservation of the property, Depending on the deal, the loan 
may be amortizing or it may be repaid through available cash flow, 

Other Preservation Initiatives 

RIH's website slates "We will finance the purchase of or re-finance existing Section 8 apartments in exchange for extending the affordability 
restrictions beyond the term of the original HAP contract. This program also can give Section 8 owners access to a project’s residua] 
reserves." RIH's Preservation Program is intended to provide owners or buyers of Section 8 developments with incentives to maintain these 
developments as quality affordable housing for a period of 40 years beyond any current use restrictions. Certain procedures are established to 
obtain the RIH's approval of mortgage loans, additional financing, distributions of residua! receipts, and the allocation of tax credits, which 
are intended to fuller these objectives. The primary sources of financing arc tax-exempt bonds, proceeds from the sale of 4% LIHTC’s and 
the development’s existing reserves. Taxable loans are also available if owners choose to refinance without a sale. 

In 2003, the State of Rhode Island plans to float an up to 550 million in taxable and tax exempt bonds to preserve the affordability of as many 
a 15 Section 8 New Constniclion projects. 


South Carolina 

Low Income Housing Tax Credits (9% Credits) 

South Carolina State Housing Finance and Development .Authority (SHFDA) sets aside 25% of the genera! pool for rehabilitation projects in 
2004, 

AllocatJons: In 2003, South Carolina awarded lax credits to a total of 25 projects. 3 of which were acquisilion/rehabililation projects. 


South Dakota 


Low Income Housing Tax Credits (9% Credits) 

South Dakota's 2004-2005 Q.AP specifically states "an analysis will be made to determine the risk of prepayment or opt out of any existing 
federal rental subsidy contract (e.g, HUD Section 8 contract) and therefore the risk of losing affordable bousing supply. Those properties that 
are financially feasible are located in a market with subsiamiated need and indicate the greatest risk for converting to market rate housing will 
be given prionty for funding." SDHDA will allocate 60 percent of the total annual credits available for rehabilitation and'or acquisition and 
rehabilitation projects. 

Projects involving existing development receive SO points while new construction projects receive up to 10 points. 

Allocations: In 2003. SDHDA reserved more than 51.7 million in tax credits for 10 development with 250 low-income units. 
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Tennessee 


Low Income Housing Tax Credits (9% Credits) 

Up to 35 points are provided in the 2004 QAP for reh^litation developments involving replacement of major building components as 
identified in the physical needs assessment. A development which ts part ofa restiuctunng pursuant to the Muittfamily Assisted Housing 
Reform and Affordability' Act of 1997 remains eligible to apply for Tax Credits in an amount which would not produce syndication proceeds 
m excess of 17% of rehabilitation costs required under that program. 

Allocations: The state had SI 0.4 million in total tax credit authority in 2003. 47 applicants applied for those tax credits, with a more than 2 to 
1 ratio of demand to supply in the state. A total of SI 3.38 million was allocated in 2003 (both reserves and carry over) for 3.193 units. 

Private Activity Bonds with 4% Credits 

On January 2S, 2004. THDA authorized the allocation of S99 milHon in tax-exempt bond authority for multifamily developments. Tax- 
exempt bond authority will be allocated only to eligible applications on a first come, first served basis. 


Texas 


Low Income Housing Tax Credits {9% Credits) 

For 2004, the Texas Department of Housing and Community Affairs (TDHCA) apportions tax credits among the Uniform State Service 
Regions based on each region’s need for housing assistance. At least 15% of the allocation to each Region is set aside for "at nsk" 
developments. To be eligible, project’s affordability restrictions must expire within two years, or the mortgage must be prepayable or be 
capable of being fully paid off within two years. Projects must renew or retain any federal assistance for which they remain eligible. TDHCA 
allows expiring tax credits to apply under the "at risk" set-aside. 

Allocations: While demand for tax credits more than doubled the supply available in 2003, requests fell slightly from last year, In 2003. 68 
projects received approximately $38.7 million in tax credit reservations with 121 applicants seeking more than S82 million in tax credits. The 
rural and at-risk set-asides were undersubscribed. In 2002, the median tax credit award was S551, 425 and the median project size was 110 
units. About $34 million went to new construction projects, S2.3 million to acquisition and rehabilitation and $ 1,6 million to substantial 

Private Activity Bonds with 4% Credits 

20% of the multifamily cap is reserved for TDHCA thru Auguest 15. 2004. The Texas State Affordable Housing Corporation will receive 
10% and the remaining 70% of the multifamily cap is reserved for local issuers until August 15. TDHCA moved from a strict lottery system 
to a merit-based system in 2004, 

Allocations: Texas will have $1.66 billion in total pnvaie-activity bond authorization in 2004. with rental housing estimated to receive 
approximately $366.6 million, 

Housing Trust Funds 

TDHCA's Housing Trust Fund (HTF) had S2 million available in 2004 to finance, acquire, rehabilitate, and develop safe, decent and 
affordable rental housing for low, very low. and extremely low income individuals and families. 

Other Preservation Initiatives 

TDHCA maintains lists of affordable housing portfolios on its website and classifies each property by its priority for being preserved. In 
addition, their website provides a bulletin board that allows affordable housing property owners interested in selling their properties to get in 
touch with potential buyers interested in tnamtaining affordable housing. 

TDHCA's demonstration program, the Multifanuly Housing Preservation Incentives Demonstration Program, finances existing multifamily 
rental properties which have previously been financed or subsidized through a state or federal housing program, and which arc encumhered 
by regulatory restrictions to provide housing for fiimilies of low. very-low, or extremely low income. Eligible activities include acquisition, 
rehabilitation, acquisition and rehabilitation, or new construction for the purpose of replacing existing or previously existing multifamily 
properties. The maximum application amount is $20,000 per rental unit not to exceed $1 ,000.000 in total. 
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Utah 


Low Income Housing Tax Credits (9% Credits) 

In the 2003 QaP, Utah sets aside approximateiy 65% of the Credit Ceiling Amount into a general pool Within the general pool, 25% is set 
aside for rehabilitation and another 25% is set aside for preservation of HUD projects. The preservation pool is only available to those 
projects maintaining a HUD Housing Assistance Program or RD 515 assistance contract. 

Allocations: Tax credit applicants requested S7.6 million in credits while only S4.5 miUion were available in 2003. The 17 projects that 
received tax credit had a median of 51 umts and received a median of S263.894 in lax credits per project. 

Private Activity Bonds with 4% Credits 

Allocations: In 2004, the Small Issue Account (multi-family affordable bousing and manufacturing facilities) has a volume cap of more than 
S56 miiiion, 24% of the total volume cap. 

Housing Trust Funds 

Utah's Oiene Walker Housing Trust Fund prionuzes gap finweing to preserve at risk federally subsidized projects. According to the Center 
for Comrouniry Change's Housing Trust Fund Projeci, nonjwofit developers are funded to buy and manage projects where owners are opting 
out or prepaying mortgages of federal project-based section 8 properties. They are also monitoring potential rent increases to market rate on 
Low Income Housing Tax Credit properties with lapsing rent restrictions. 


Vermont 


Low Income Housing Tax Credits (9yo Credits) 

The third of four evaluation criteria in the 2004-2005 allocation plan sutes that "Preference must be given for the acquisition and 
rehabilitation of existing federally subsidized projects, where the preservation of a project’s existing affordability is at risk." Federally 
subsidized and at risk is defined as a development currently occupied by low-income households that faces, within the next five years; (1) a 
loss of deep rental assistance or other operating subsidy; and (2) faces prepaymeni of its mortgage or other action by its owner that would 
terminate federal low income use restrictions). Preference may also be provided to any projects) that is slated to receive federal funding 
specifically for the preservation of the units as affordable bousing. Examples include but arc not limited to RD 515, Section 8, Section 23, 
Section 236. and Section 221(d)(3). 

Allocations: Competition for tax credits in the state increased in 2003. Almost $2 million in tax credits were reserved and allocated for eight 
projects, including one acquisition/rehabilitaiion project Mid one rehabilitation project. 


Virginia 

Low Income Housing Tax Credits (9% Credits) 

Virginia awards 20 points to developments subject to HUD’s Section 8 or Section 236 programs or Rural Development's Section 5 1 5 
program. In addition. 1 0 points are awarded to developments receiving new project-based subsidy from HUD or Rural Development for the 
greater of 5 units or 1 0% of the units of the proposed development. Points are also awarded for commitments by the applicant to provide 
relocation assistance to displaced households. 

Allocations: In 2003, $16 million in tax credits were reserved for 53 projects with more than $20.9 million in tax credits requested. 

Private Activity Bonds with 4% Credits 

Allocations: In 2003, Virginia Housing Development Authority (VHDA) received a private activity bond allocation of S147.6 million in 
addition to $97 million from the governor’s discretionary fund and $71 .4 miiiion from the industrial development bond pool. 

Other Preservation Initiatives 

The State of Virginia set aside S2 million of ibe Virginia Housing Fund for below market loans for the preservation of Section 8 and Section 
236 tlurough refinancing in the summer of 2002. 

The State of Virginia also created its own Community Development Financial Institution (CDFI) to attract pnvate sector funds for small 
grants, bndge or predevelopmeni loans. The CDFl's express purpose is to aid in the preservation of affordable units for low-income reniers. 
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Washington 

Low income Housing Tax Credits (9% Credits) 

One of the selection criteria in the Washington Sate Housing Finance Commission’s (WSHFC) qualified allocation plan is to "preserve 
federally assisted projects as low-income housing units." Points are given for projects where at least 50% of the existing units are at-risk of 
conversion to market rate within 5 years of the application date. 

Allocations: For 2004. more than S19 million in total credits for 42 proj«:£s were requested for the Si l.S million in total authority. In 2003, 
more than S20. 1 million was requested, with SI 0.2 million allocated to 28 projects for 1,001 units. Of those. 5 were preservation projects with 
263 units. 

Private Activity Bonds with 4% Credits 

Allocations: Approximately S13S million in tax-exempt private activity bonds is avaii^le for housing in 2004. Two preservation projects 
with 203 units were allocated 4% credits and tax-exempt bonds. 

Housing Trust Funds 

Washington’s Housing Trust Fund was increased by S2 million from the previous budget for a total of S80 million. The Housing Trust Fund 
has helped preserve the housing stock through rehadiilitation of existing structures and through investment in formerly federally-assisted 
housing that is at risk of being converted to ma^et rate housing. 

Other Preservation Initiatives 

The Washington State Housing Finance Commission (WSHFQ proposed a "MuUifamily Affordable Housing Preservation Program" in the 
fail of 2002. It proposes to dedicate a significant portion of WSHFC’s resources to preservation. The program proposed to use up to 20% of 
existing tax credits and muitifamiiy bonds to fund preserv'ation. Applications would be accepted and decisions made throughout the year. A 
final report on Stakeholder Feedback was issued in January 2003. Initial implementation ofthe program was postponed in order to comply 
with state regulations and the Commission ultimately decided lo stay with points and set-asides in existing programs versus a special 
allocation of credits and bonds. 

WSHFC provided initial funding to Impact Capital, a fund that provides pre-development, bridge and other financing for projects developed 
or rehabilitated by nonprofit organizations. The Commission devoted nearly 55 million of its own earned income to the loan fund, Private 
banks, non-profits, foundations and local governments have contributed to this loan fund as well, bringing the total funds available to nearly 
S23 million. In 2003, 8 preservation projects with 422 units received funding from the Impact Capital fund, 

12 USDA preservation projects with 405 units were issued nonprofit bonds for setting aside 20% of their units but will likely maintain all 
units as low income. 

Seattle 

The City of Seattle has actively used local and federal resources to preserve afTondablc housing. Since 1999, the City has preserved four 
Section 8 buildings with a lota! of 126 units. The City used a combination of long-term, tow interest loans and credit enhancement to 
preserve these units. 

The City also has a bridge loan program designed to help non-profns acquire buildings while they are arranging permanent financing. The 
City has used this tool to preserve 205 units in an imponam downtown Section 8 building. 

In September 2002, the City of Seattle approved a S86 tmliion housing levy over 7 years (2003 through 2009). More than 65% of the levy 
Will fund rental preservation and production. 


West Virginia 

Low Income Housing Tax Credits (9% Credits) 

2003-2004 QAP has a 20% set-aside for "HUD Preservation or New Construction (includes HOPE VI)”, This category is exclusively for 
either preservation of existing HUD low-income residential rental units or for a newly constructed property financed or guaranteed through 
any qualified HUD financing or guarantee program to produce newly constructed low-income residential rental units. 

Within the "HUD Preservation or New Construction" set aside, 30 points are awarded to rehabilitation projects with less than 5 1 units, 20 
points to rehabilitation projects with more than 50 units, tmd 10 points to acquisition and rehabilitation projects with less than 5 1 units. 

4«ocat/ons.- S4.4 mtllion in tax credits are available in 2003 (including Si .2 million carried forward from 2002). 
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Wisconsin 


Low Income Housing Tax Credits (9% Credits) 

Wisconsin's amended 2003-2004 QAP increases the preservation set-aside to 40y» of its credits (S3.809 million), an increase from 35% in the 
onginal 2003-2004 QAP and up from 20% in 2001. A]:^lic3nts can qualify for this set-aside in 3 ways, including Federally Assisted 
Propenies which are currently subsidized under the following or similar programs: Section 236. Section 221 (d)(3) Below Market Rate, 
Section 221 (d)(3) with rental assistance. Section 8 project-bas«l new construction. Section 221 (d)(4) and Section 515 Rural Housing. 
Neighborhood preservation in targeted census tracks as well as ccmversion of existing market rale development to affordable housing also 
qualify for the preservation set-aside. 

Allocations: For 2004, $S,3 million was allocated for 1,559 units. Of diat total, S3. 9 nullion was allocated for the preservation of 789 units. 
Reservations of 59,5 million in lax credits were announced for 2003. These tax credits financed 32 projects with 1 ,626 units. 

Private Activity Bonds with 4% Credits 

Allocations: For 2004. the state's lax exempt private activity bond authority is approximately S408 million, more than half of which can be 
used for rental housing, home loans and beginning farmer bonds. 

Other Preservation Initiatives 

WHEDA offers current owners of existing WHEDA-financed Section 8 loans preservation financing to restructure existing loans to preserve 
affordable housing. They offer Equity uke-ou! loans that allow owners to get cash out to use for other puiposes. They also offer beiow- 
marksi interest rates to help make providing affordable housing profitable. 

In March 2004, Governor Jim Doyle announced WHEDA's $10 million initiative to help preserve affordable housing for seniors and other 
lower income Wisconsin residents. The Wisconsin SOS program, "Saving Our Stock" of Affordable Housing, will focus on project-based 
Section 8 housing developments. 

The governor also named 12 public members to a Task Force for Housing Preservation. Staffed and assisted by WHEDA. the task force will 
look at additional measures the state and other organizations can implement to preserve affordable housing. Task force members include 
professionals from the housing deveiopmenl industry, financial experts, community organizations, and government officials. 

WHED.A is working on a 3 year strategic plan to be approved by its Board, with one of the largest components of the plan being the 
preservation of affordable housing. 


Wyoming 

Low Income Housing Tax Credits (9% Credits) 

The 2004 QAP for Wyoming does not contain any set-aside or prioriuzation for preservation. 


PLEASE NOTE: Most of the allocation information was provided by Affordable Housing Finance magazine (Alexander and Edwards 
Publishing, Inc.; 800-989-7255; www.h 0 uslngfln 3 nce.com). 
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Prepared Statement of Ms. Charlotte Delgado 
Vice-PresidentAVest 
National Alliance of HUD Tenants 

Financial Services Committee Hearing 
Tuesday, July 20, 2004--Rayburn 2128 

On behalf of the National Alliance of HUD Tenants (NAHT), I am pleased to submit these 
comments regarding the emerging crisis of expiring HUD-assisted mortgages. NAHT appreciates 
the opportunity to testify before the Committee today, and to express our strong support for H.R. 
4679, the Displacement Prevention Act filed by Rep. Frank and other Committee members. 

Founded in 1 99 1 , NAHT is the nation’s only membership organization representing the two 
million families who live in privately-owned, HUD-assisted housing. Our membership today 
includes voting member tenant groups and area wide coalitions or organizing projects in 26 states 
and the District of Columbia. We are governed by an all-tenant board of Directors elected by 
member organizations from HUD’s 10 administrative regions at our annual June Conference. 

I have been a NAHT Board member and Vice President for the West for most of the past 
decade, and was a co-founder of the organization in 1991. I also serve as the President of the 
Statewide Alliance of Tenants (SWAT) in California, which represents HUD tenants from across 
our state. I am also the President of the Washington Squares I & II Tenants Association where I live 
in Sacramento. Washington Squares is a 103 unit complex where the owners prepaid their HUD 
mortgage and converted to high market rents, with some residents, including myself, able to stay in 
our homes only with the aid of Enhanced Vouchers. So far. Congress has provided Enhanced 
Vouchers to buildings where owners prepay their 40 year mortgages before mortgage maturation, 
or when they opt out of expiring project-based Section 8 contracts. 

NAHT strongly supports the provisions of H.R. 4679 which would extend Enhanced 
Vouchers for the currently unprotected 1 01 ,000 or more families in non-Section 8 units who would 
otherwise lose their homes when HUD mortgages mature. For me and more than 1 80,000 others 
who have received Enhanced Vouchers to date, I can personally tell you that this made all the 
difference in the world— the difference between having a decent home and being out on the street. 

We also urge that Congress firmly reject the Bush Administration’s proposals to abolish 
Enhanced Vouchers after one year, and to reduce the Section 8 V oucher program by 3 0%, or 600,000 
families, by 2009. These proposals, if adopted, will break faith with landlords who count on HUD 
honoring Enhanced Voucher rent contracts, and will inevitably lead to tenant displacement, increased 
homelessness, and the further destruction of the nation’s affordable housing system— which seems 
to be the ungodly strategy of the Bush appointees at HUD. 

These proposals go exactly in the wrong direction. Tenants like myself live in constant fear 
and insecurity because Voucher renewals are “subject to annual appropriation” by Congress. Not 
too many years ago. Section 8 funding was appropriated for five or more years at a time, giving 
elderly and low income tenants some measure of security and peace of mind. Now, even the 
promise of annual renewals has been destroyed by the reckless proposals of the Bush Administration, 
driven by the gigantic structural deficits caused by their tax cuts for the wealthy and their war in Iraq. 
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NAHT urges the Committee to work toward long-term contractual funding security for Section 8 
tenants. 


Homeland security should begin with a home. The elderly, disabled, and low income 
working families who live in these buildings— many of us veterans who have served our country and 
worked all our lives to build our communities— deserve nothing less. 

The Nation Continues to Lose Affordable Housing at an Alarming Rate 

Besides protecting tenants from displacement, H.R. 4679 will also help preserve at-risk 
affordable housing. Enhanced Vouchers are clearly not enough— in my own development, only 21 
apartments with Enhanced Vouchers remain out of 1 03 units since the owners prepaid; the rest have 
been converted to high market rents. When NAHT last testified before the Congress in October 
2002, we submitted a report documenting a loss of 199,764 privately-owned HUD-subsidized 
housing units lost due to owner decisions to prepay or “opt out” of expiring project-based Section 
8 contracts, between 1996 and 2001. As Enhanced V oucher tenants mo ve out or pass away, these 
units are permanently lost as affordable housing. 

NAHT was the only national organization to speak out against Congress’ repeal of the 
mandatory regulatory structure of the Title VI Preservation Program in 1996. Title VI provided 
additional HUD subsidies to owners in exchange for guaranteed repairs, permanent affordability, and 
the promotion of transfers to nonprofit and tenant ownership. We warned of dire consequences for 
the nation’s affordable housing stock if this regulatory program were repealed. Unfortunately, the 
data show that these predictions have come true. 

To slow the loss, Congress in 1999 adopted the voluntary Mark Up to Market program, 
which offered higher Section 8 subsidies for owners who chose to renew their expiring contracts in 
high market areas. NAHT’s 2002 report showed that the average annual affordable housing loss 
remained roughly the same before and after the adoption of Mark Up to Market-about 4 1 ,000 units 
continue to be lost each year. Recent data from the National Housing Trust, which show a loss of 
300,000 HUD units as of 2003, have confirmed this trend. While no doubt this figure would be 
even higher without Mark Up to Market, clearly we need to do more to preserve the nation’s 
affordable housing stock. 

The GAO Report on expiring mortgages notes that in the next 1 0 years, project-based Section 
8 contracts aiding 1 . 1 million families will expire. Even in the absence of the expiring mortgage 
problem, the steady erosion of affordable housing would likely continue at the rate of 41,000 units 
each year. 


Expiring Mortgages Will Accelerate Loss of Affordable Housing 

The new crisis in expiring HUD mortgages will only accelerate this loss. Clearly, unless 
action is taken now by Congress, up to 1 01 ,000 families could be displaced and an equivalent 
number of units lost if owners convert non-Section 8 units to unrestricted market rents upon 
mortgage maturation. 

My own state, California, has the highest number of developments affected by this crisis— 
278 apartment complexes, fully 12% of the total nationally. Given the superheated housing 
market in virtually all comers of my state— people making $85,000 a year are living out of their 
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cars in Silicon Valley— we can expect a huge number of these apartments converting to high rents 
as soon as their owners have the chance. 

In addition, many more of the 135,000 project-based Section 8 units in expiring 
mortgage buildings could be subject to owner opt-out decisions as well. Because these units are 
currently under HUD rent regulatoiy agreements, owners have strong incentives to renew Section 
8 contracts. But as HUD mortgages expire, owners in high rental markets will be tempted to opt 
out of these Section 8 contracts as well. Although some may choose to renew under HUD’s 
Mark Up to Market program, others will not, so we can expect to see an increase in the overall 
rate and number of Section 8 opt outs as HUD mortgages expire. 

GAO Report May Undercount At-Risk Units 

There is some evidence that GAO Report may have undercounted the problem of expiring 
mortgage units. In Massachusetts, the Mass Alliance of HUD Tenants has discovered 10 
Massachusetts developments with expiring HUD mortgages, totaling 3,222 units, which are not 
included in the GAO Report. All were refinanced imder HUD’s Title II Preservation Program in 
the early 1990’s.' Under Title II, HUD’s project-based Section 8 incentives and new Use 
Restrictions expire at the end of the original 40 year mortgage term. 

Although Title II owners typically took out second or third “equity take-ouf ’ loans, often 
insured with HUD mortgage insurance under the 241(f) program, these loans do not entail any 
extension of affordability restrictions after the original mortgage term. At High Point Village in 
Boston, for example, the original HUD mortgage and Title 11 Use Restriction expire in 
September 2006, yet the 540 units at High Point, including 221 not receiving project-based 
Section 8, do not appear in the GAO Report. 

The GAO list for Massachusetts includes 40 developments totaling 7,297 units. The 
exclusion of 3,222 units (44% of the total reported by the GAO) represents a potentially large 
undercoimt, if this represents a systematic error in either HUD’s database and/or GAO 
methodology. Although the 10 missing developments are all Title II extensions, there are other 
Title II buildings which do appear on the GAO list, so it is not clear what the basis of the error is, 
or how extensive it is. We urge the Committee to request HUD and the GAO to look at this 
issue more closely and make the appropriate corrections. 

Congress Should Adopt a New Regulatory Program to Save At Risk Housing 

It is now clear that voluntary incentives, such as the Mark Up to Market Program, are 
insufficient to deter owners who choose not to extend expiring HUD contracts in high market 
areas. NAHT believes that Congress should reestablish a national regulatory framework to limit 
owners’ ability to opt out, pre-pay, or not extend Use Agreements attached to expiring 
mortgages. Restoring the regulatory framework of the Title VI Preservation Program and 
extending its concepts to expiring HUD mortgages and Section 8 contracts would preserve more 
units and be cheaper in the long run than replacing lost units with new construction. 


^The 10 developments are: Georgetowne I (601 units). High Point Village (540 units), Brandywine (402 
units), Burbank (173 units), Cameiot Court (160 units), all in Boston; Milliken (201 units) in Fa!] River; Cromwell 
Court (124 units) in Barnstable; Battles Farm (320 units) in Brockton; Mountain Village (200 units) in Worcester; 
and Clarendon Hills (501 units) in Somerville. Several of these properties are owned by First Realty Management, 
which is testifying before the Committee today. 
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For example. Congress could enact rent restrictions for former HUD-subsidized 
buildings, require owners to accept HUD subsidy offers, and provide tenants and tenant-endorsed 
nonprofits a Right of First Refusal when owners sell. NAHT urges Congress to consider these 
approaches to complement the voluntary incentives for owners provided by Mark Up to Market 
and proposed in H.R. 4679. 

Ironically, in buildings where HUD is executing five to twenty year Mark Up to Market 
contracts, the cost of additional annual Section 8 Budget Authority and outlays is approaching, 
and possibly exceeding, the cost of the Title VI Preservation Program, but with none of the 
benefits. Although Congress repealed Title VI due to concerns about costs, at least residents and 
HUD negotiated major repair programs, permanent affordability, and transfers to nonprofit 
purchasers benefitting 30,000 families. 

The equivalent expenditures of Mark Up to Market yield none of these offsetting 
benefits— in fact, short term extensions of five years leave residents and HUD at continued risk 
that owners will opt out down the road. As long as owners have an unrestricted choice to opt out 
of FIUD programs, they will be able to leverage ever-increasing subsidy commitments from 
HUD- which residents and communities will doubtless support-since the alternative of losing 
affordable housing is unacceptable. The restoration of a Title Vl-type regulatory program will in 
fact save money, since mandatory negotiations will lessen owner windfalls and ensure that 
Congress receives guaranteed benefits on its investment. 

The argument for re-regulating expiring mortgage buildings is particularly compelling in 
light of the massive taxpayer financed windfall profits HUD housing owners have enjoyed for the 
past 40 years. Owners typically have invested little of their own funds, benefitting from risk-free 
investments guaranteed by HUD, operating and capital subsidies, and huge windfall profits 
through the sale of tax shelters when the properties were built. Many owners have been able to 
reap a second or third windfall profit through resyndications and/or HUD’s lucrative Title II 
Preservation Program. 

For example, in a typical Title II building like High Point Village in Boston, the owner 
was able to take out a $18.9 million “equity take out” loan in 1993 while investing only $2.2 
million in repairs-paid for by huge increases in Section 8 subsidies and rent increases which 
displaced many moderate income families. Interest payments on these equity loans were exempt 
from taxes as well. Subsequent increases in Section 8 subsidies are now used to finance 
improvements to the property in preparation for a potential market conversion when the 40 year 
mortgage expires in 2006. Imposing regulations on this building going forward will ensure that 
the public’s huge investment in this resource does not morph into a third windfall profit for the 
owner at the expense of affordable housing when the mortgage matures. 

Deregulation is a strategy that has failed in the energy, telecommunications, banking, and 
airline industries in the US and in countries around the globe. The evidence is in-deregulation 
is a failure in the subsidized housing industry as well. Congress should act now to restore 
regulations to save our homes. 


H.R. 4679 Will Provide Important Incentives to Save Affordable Housing 

NAHT recognizes that Congress today does not have the political will to enact a new 
regulatory framework for expiring HUD mortgage properties. In this context, NAHT supports 
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additional voluntary incentives such as the provisions of H.R. 4679 which would provide grants 
and operating subsidies to encourage owners to extend Use Restrictions on non-Section 8 
assisted units. These provisions would be a welcome complement to the Mark Up to Market 
program which has encouraged owners to renew expiring Section 8 contracts in many cases. 

In addition, we urge Congress to complement H.R. 4679 with one or more strategies to 
provide capital funds for acquisition and repair of at-risk buildings as a further incentive for 
owners to stay in the program. Generally, formulating federal assistance in the form of capital 
grants with lower on-going outlays for debt service wherever possible will preserve housing at 
the least long-term costs to the government. In this session, NAHT urges the Committee’s 
support for the Preservation Matching grant (H.R. 445) filed by Rep. Jerrold Nadler (D-NY) and 
the National Housing Trust Fund bill (H.R. 1 102) filed by Rep. Sanders (I-VT), also 
incorporated in the Bring America Home Act (H.R. 2897) filed by Rep. Carsons (D-IN). 

Strengthen Congress’ Goal of “Enhaneed Vouchers for All” 

NAHT applauds H.R. 4679 for proposing to extend Enhanced Vouchers to currently 
unprotected tenants in expiring mortgage buildings. We had proposed this in our Senate 
testimony in October 2002, and are pleased to see it incorporated in this bill. 

We encourage the Committee and sponsors of H.R. 4679 to use this opportunity to 
incorporate other technical adjustments to make the goal of “Enhanced Vouchers for All” work 
better. For example, NAHT has proposed more flexible “occupancy standards so that Section 
236 moderate income tenants are not forced out or into smaller units when tenants receive 
Section 8 Preservation Vouchers. Congress should also eliminate the problem of unnecessary 
“rescreening” of tenants in good standing by local Housing Authorities when voucher 
conversions occur. NAHT supports language proposed Senator Sarbanes (D-MD) in his 
Voucher Reform bill, introduced in the last session of Congress. 

In addition, we urge the Committee to require a five year phase-in of rent increases to 
those Section 236 tenants who are income-eligible for Enhanced Voucher assistance, but who 
would are forced to pay huge rent increases to raise their rents to the required 30% of income 
minimum required by the Enhanced Voucher program. Many of these moderate-income, hard- 
working families are faced with rent increases as much as 80-100% overnight when owners raise 
their rents to high market levels. 

For example, a family of four earning $25,000 a year may have paid $400 for a two 
bedroom apartment in Dallas prior to prepayment or mortgage maturity. After prepayment, the 
rent increases to $600+. The family gets the $480 deduction for two children, bringing their 
adjusted gross income to $24,120 a year. Their rent at 30% of income would be $603 per month. 
If the new rent increases to $653 per month, they get an Enhanced Voucher worth $50 and a $200 
per month rent increase. 

A Congressionally mandated phase-in would minimize this problem for Section 236 
tenants in expiring mortgage buildings, as well as where owners prepay. Alternatively, Congress 
could raise the allowable income deductions for children and elderly or disabled family members 
to the IRS standard deduction, or return to the former 25% of income standard for affordability in 
the Section 8 program. 


Repeal Preemption Language in LIHPRHA 
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While Congress may not be willing to enact regulations governing rents and occupancy in 
buildings where owners opt out of federal contracts, it should not prohibit state and local 
governments that do. We are pleased that H.R. 4679 addresses this issue by clarilying that the 
nine month Notice to tenants and communities in the bill does not pre-empt state or local laws 
which may provide for a longer Notice period. 

Similarly, the Committee and bill sponsors should seek amendment or repeal of Section 
232 of the now-defimct Low Income Housing Preservation and Resident Homeownership Act 
(LIHPRHA), which makes it more difficult to enact tenant protections at the local level in the 
event that federal ones are ended through prepayment or expiring mortgages. Owners argued for 
this provision to protect their appraisals under the previously mandatory program. In the 
absence of a federal regulatory framework such as LIHPRHA, the federal government should not 
interfere with the right of state and local governments to protect residents in accordance with 
local needs and conditions. Such efforts have been adopted or are under way in Massachusetts, 
Washington, Oregon, California, Denver and New York. Unfortunately, federal courts in 
California and Minnesota have struck down two-year Notice laws in those states because, in part. 
Section 232 was read to pre-empt these laws in favor of the one-year federal Notice statute. 

Where I live, in Sacramento, tenant groups and the California Coalition for Rural 
Housing are working hard to enact a local ordinance to save at-risk HUD housing. Every year, 
NAHT comes up here and asks for help in repealing Section 232; 1 ask that you make this a 
priority this year, either in H.R. 4679 or some other legislative vehicle. 

Encourage Tenant Participation 

NAHT is pleased that H.R. 4679 includes language to require owners to notify tenants 
and communities before mortgage expiration dates, to give residents and local officials an 
opportunity to engage in dialogue with owners about preserving affordable housing. NAHT 
encourages the Committee and bill sponsors to extend this period to one year, rather than nine 
months, both to afford residents, owners and localities more time to come up with alternatives 
and to make the Notice period the same as that required for expiring Section 8 contracts. 

More important, NAHT urges the Committee and bill sponsors to amend H.R. 4679 to 
authorize Technical Assistance Funds to enable tenants to more readily participate in the 
decisions affecting our homes. Most residents in expiring mortgage buildings are today not 
organized and are completely unaware of the risks and opportunities ahead. In particular, funds 
must be made available to qualified third-party nonprofit tenant outreach organizations to enable 
residents of expiring mortgage buildings to respond effectively. 

Congress’ previous investment in tenant outreach funds, particularly through HUD’s 
Outreach and Training Grant (OTAG) program, was highly effective in helping many of us to 
save our homes. I would not be sitting here today— in fact. I’d be homeless today— were it not for 
the invaluable assistance which tenants in my building received from the California Coalition for 
Rural Housing (CCRH), HUD’s OTAG grantee in Sacramento. Almost all of the 30,000 
families whose homes were purchased by nonprofit or tenant organizations under the Title VI 
Preservation Program were able to do so because of the early-stage assistance they received by 
HUD’s nine OTAG grantees who received three-year grants in 1994, supplemented by smaller 
Intermediary Technical Assistance Grants (ITAGs) provided by third-party agencies. Most of 
the success stories of tenant participation in HUD’s Mark to Market program similarly resulted 
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from HUD’s 26 OTAG grants in 1998, funded pursuant to the $10 million in annual Section 514 
funding authorized by Congress since 1997. 

Unfortunately, since August 2001 the current Administration has largely destroyed the 
OTAG and ITAG programs. It has illegally shut off funds to 1 8 out of 32 active grantees, failed 
to provide $600,000 owed to the Corporation for National and Community Service for a HUD- 
funded VISTA Volunteer program, and refused to appoint anyone to run the Section 514 
Program, despite former Secretary Martinez’ false pledges before this Committee in 2002.^ Far 
from running Section 514, since 2001 HUD has acted to punish the small nonprofits who have 
attempted to assist tenants. HUD’s leadership want us to go away so that our voices won’t be 
heard when they try to dismantle affordable housing in our communities. 

Nonetheless, the 14 OTAG grantees who were allowed by HUD to continue have further 
demonstrated the value of this approach. In Northern California, for example, SWAT has 
worked closely with CCRH to help preserve or extend affordable housing at several 
developments which would almost certainly have been lost without OTAG assistance. The 
Eastern Massachusetts OTAG grantee has helped tenants save thousands of expiring Section 8 
units in a variety of scenarios since 1 998. Today, we are submitting for the hearing record a 
Report prepared by OTAG grantees on the effectiveness of the OTAG, ITAG and VISTA 
programs in empowering tenants to save our homes, including detailed recotnmendations on how 
HUD can better administer these programs. 

It is clear that HUD has no intention of operating the Section 514 program without further 
direction from Congress. Moreover, HUD has recently determined that Section 514 “sunsets” in 
September 2006, and that it has no authority to obligate any of the $10 million currently 
authorized for Section 5 14 each year beyond that date. In addition, HUD has recently restricted 
the remaining grantees to narrow and unworkable definitions of “eligible properties” 

Accordingly, we ask that the Committee direct HUD to honor its contracts and invoices 
with existing Section 514 grantees by lifting the illegal funding suspensions, and to clarify that 
existing grantees can assist tenants in expiring mortgage properties-at least the ones with 
project-based Section 8. In addition, we ask you to direct HUD to provide the $10 million 
annually authorized by Congress for new OTAG and ITAG contracts and to restart the HUD- 
fimded VISTA Volunteer program in multifamily HUD housing. Finally, we ask that the 
Committee and bill sponsors provide for a new Technical Assistance program for OTAG and 
ITAG-type assistance in expiring mortgage and expiring Section 8 properties after the current 
program expires in 2006. 

We would be happy to provide more information to the Committee upon request. Thank you 
for holding this hearing and allowing NAHT to submit its views. 


“The Inspector General audits authori^d by Congress in Section 1 303 of the Defense Appropriations Act 
of 2002 have largely exonerated Section 514 grantees of the allegation that grantees had spent federal funds on 
“lobbying,” the ostensible purpose of the audits. The IG audits identified only $11,002 infour^ants out of $13 
million audited as potentially linked to federal “lobbying,” despite an unprecedented 100% audit review with no 
standard for material error. Subsequent investigation by OMHAR has reportedly reduced this amount to no more 
than $ 1 ,062, which is vigorously disputed by the grantee. HUD’s use of the “no materiality” standard evidently led 
to “false positive” lobby allegations; for example, five grantees were cited even though the IG could not actually 
identify any dollar amounts spent on “lobbying.” Nonetheless, HUD illegally suspended 21 active grants in August 
2002, with no notice or due process as required by HUD grant agreements, statutes, and HUD’s own Audit 
Resolution Handbook. Most remain suspended today; several organizations are bankrupt. 
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Mr. Chairman and members of the committee, first I would like to acknowledge 
that the Committee has recognized and taken an interest in a very important 
issue with respect to certain federally subsidized housing programs whose 
mortgages are due to be fully paid in the next few years and there exists no 
protection for a class of tenants that are currently residing in this housing as 
pointed out by the GAO Report. 

I am here to tell you about tenants living in sections 221(d)(3) & section 236 
housing who are currently paying below market rents, do not receive section 8 
subsidy, and who will face increases in rent when mortgages are fully paid and 
HUD regulation terminates. This class of tenants under current law are not 
eligible for enhanced section 8 vouchers because under the current tenant 
protection legislation, enhanced section 8 vouchers are only available when 
mortgages are pre-paid. Members of this class of tenants are low and moderate 
income families whose incomes range from 51% to 95% of median income. 

I would like to take a moment to describe to you the housing programs that will 
be substantially affected if some action is not taken. Both the section 221(d)(3) 
program and the section 236 were originally designed as low and moderate 
mixed income programs. The 221(d)(3) program did not originally have any deep 
subsidy such as section 8, where-as the section 236 program, which succeeded 
the 221(d)(3) program usually had a 20 or 25% low income deep subsidy 
component. In the mid 1970's, after an OPEC oil price increase which translated 
in substantial rent increases for tenants in these programs, HUD awarded project 
based section 8 contracts to many of the housing communities in these programs 
to protect the low income tenants from paying rents in excess of 30 percent of 
their income. The percentage of section 8 tenants usually ranged from 20 to 30 
percent of the total resident population. 

In 1987, because the Federal Government had virtually shut down new housing 
production programs, tenant organizations expressed concerns that owners of 
the section 221(d)(3) and sections 236 properties which were reaching their 20'" 
mortgage year, were about to pre-pay their mortgages which would jeopardize 
the current tenants and cause massive displacements because there was no 
new alternative assisted housing being produced by the Federal Government. 

As a result of these assertions, legislation was passed by the Congress denying 
owner’s rights to pre-pay their mortgages and offering incentives under a new 
Act called the Emergency Low Income Housing Preservation Act (ELIHPA). This 
law provided incentives to owners, such as refinancing mortgages, equity take 
out loans and additional section 8 for qualified tenants. At that time. Congress 
drew a distinction between For- Profit Owners and Non-Profit Owners with 
respect to the amount of section 8 that would be awarded to a housing 
community. For- Profit Owners received section 8 only for families whose 
incomes were at 50% of the Median Income or below. Non-Profit Owners 
received Section 8 for all families whose incomes were at 80% of Median Income 
or below. The non- section 8 tenants were to pay rents that ranged from 
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approximately 28% of their income to 32% of their income depending on the 
individual Plan of Action that was filed by each owner and accepted by HUD. 
Finally, the ELIHPA program extended the HUD regulatory restrictions for the 
remaining term of the original mortgage. 

In 1994, the Congress ended the ELIHPA program and replaced it with a new 
Law called the Low Income Housing Preservation and Rehabilitation 
Homeownership Act (LIHPRHA). This law offered similar incentives as ELIHPA 
but required in return that Owners commit to be regulated for the remaining 
useful life of the property or 50 years. 

I am before you to advocate the passage of the parts of the proposed legislation 
that would provide enhanced section 8 vouchers for tenants in ELIHPA housing 
and sections 221(d)(3) and 236 housing who would othenvise be faced with rent 
increases after HUD regulation terminates when the mortgage is fully amortized 
and paid. 

I am a General Partner and Manager often 221(d)(3) and 236 properties which 
contain 2494 family apartments. Nine of these properties participate in ELIHPA. 

In my portfolio, mortgages begin to fully amortize as early as September 1 , 2006 
and as late as 2013. The majority of my properties will have their mortgages fully 
amortized between 2008 and 2010. All of these ELIHPA properties have mixed 
income populations where the very low income families (50% of median and 
below) receive section 8 and the balance have incomes ranging from 51% to 
95% of median income. It is this latter class of tenants that are in jeopardy 
because, under current law, they are not eligible for enhanced section 8 
vouchers. 

Enhanced section 8 vouchers have been effective in preventing the displacement 
of long term tenants in HUD properties that were allowed to pre-pa/ their 
mortgages after Congress changed the law in 1996 to restore owner’s 
prepayment rights. In my portfolio, I have a mortgage that was pre-paid in 1996 
where approximately 177 tenants out of 227 received enhanced section 8 
vouchers and 90 of these tenants still reside in the property today. Enhanced 
section 8 vouchers made it possible for the tenants to continue to live in a 
building that was substantially upgraded and rehabilitated to a market rate 
building without any funding from the Federal or State government. The building 
is located in a low vacancy area and without the enhanced vouchers, the tenants 
would have had great difficulty finding decent housing at affordable rents. 

Mr. Chairman, 40 years ago I entered into a partnership with the Federal 
Government to produce low and moderate income housing and agreed to restrict 
my profits in return for mortgage subsidies for a term of 40 years. At the time 
contracts were made with the Federal Government, it was believed that the 
mortgages would be pre-payable after 20 years. As I mentioned earlier, in 1988 
the Federal Government unilaterally changed this contract and denied owners 
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the right to refinance or pre-pay their properties. The past 40 years has been an 
invaluable learning experience for me. I have learned how to help improve the 
lives of low income families by developing resident programs. I have learned how 
to manage mixed income housing complexes and make them function more as 
communities than as clusters of apartments. However, I have learned that a 
partnership with the government can radically change when Congress takes 
action that alters that partnership. 1 have also learned that consistency in the 
enforcement of regulations depends on the knowledge and experience of the 
regulators and that constant turnover creates changes and inconsistencies which 
can dramatically affect the operations of my business and the opportunity to earn 
a reasonable profit. 

HUD should have prepared for this time when the public private partnerships are 
coming to an end after 40 years. I have been alerting members of HUD about 
the issues contained in the proposed legislation for the past three years. 

I strongly endorse most of the ideas in H.R. 4679 as a means of protecting the 
homes of residents who were invited into a program by the Federal Government 
and have made the housing communities their homes. I would like to be able to 
say to my tenants, as I did to those who reside in the building I pre-paid in 1996; 
that they can look forward to living in the community they call home as long as 
the Federal Government will help them pay the market comparable rent. I am a 
strong supporter of preventing the displacement of these residents by making 
them eligible for enhanced vouchers. Naturally, I am concerned about the 
current voucher funding shortfall and its impact on the ability of our residents to 
feel confident that they will continue to be assisted by the Government in the 
future and will not face the possibility of being displaced. 

As an owner, the enhanced voucher provisions in H.R. 4679 are the most 
important, but I would like to point out that there are for-profit owners who would 
be interested in grants or other incentives outlined in the bill in exchange for 
extending the affordability restrictions formerly imposed by the mortgage 
regulatory agreement. 

Thank you for your consideration of my views. 
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Chairman Ney, Ranking Member Waters, and Members of the Housing and Community 
Opportunity Subcommittee, my name is Gene Moreno and I am Policy/ Advocacy 
Director at the Chicago Rehab Network. 1 am testifying on behalf of the National Low 
Income Housing Coalition, which is dedicated solely to ending America’s affordable 
housing crisis. The Coalition considers preserving assisted housing a key in solving our 
housing problems. The Chicago Rehab Network is a member of the National Low 
Income Housing Coalition. Other members of the National Low Income Housing 
Coalition include non-profit housing providers, homeless service providers, fair housing 
organizations, state and local housing coalitions, public housing authorities, housing 
researchers, private property owners and developers, state and local government 
agencies, faith-based organizations, residents of public and assisted housing and other 
people and organizations concerned about low income housing across the country. 

The Chicago Rehab Network (CRN) is a coalition of community development 
organizations. CRN works to promote neighborhood development without displacement, 
and empower communities to preserve and create affordable housing for low and 
moderate-income families throughout Illinois. Traditionally, our role has been to develop 
public private partnerships to sustain affordable housing through innovative policy, 
administrative changes, and new resources. Our goal in preservation is to create the 
policies, practices, and resources needed to preserve Illinois’ federally assisted housing 
stock. 

GAO’s January 2004 Report 

GAO’s January 2004 report. More Accessible HUD Data Could Help Efforts to Preserve 
Housing for Low Income Tenants (GAO-04-20), provides a critical snapshot of a pressing 
preservation problem. From the report, we know that 2,328 mortgages on HUD 
subsidized rental properties will mature within the next 10 years. Of the units 
represented by these properties, 101,000 families will be left without any protections 
from rising rents unlike their counterparts in properties with Section 8 rental assistance 
contracts. For example, they are not eligible for enhanced vouchers and property owners 
are not subject to any notification requirements. The report also notes that HUD does not 
offer any assistance for either the rehabilitation or transfer of these properties to 
organizations that agree to maintain affordability units when the mortgages mature. These 
are key issues that we urge Congress to address. 



96 


2 


Access to Data on Maturing Mortgages 

An important part of creating incentives and policies to both encourage owners to renew 
their contracts or to encourage transactions by extended use purchasers is timing and 
access to accurate information. Local governments and community groups, working in 
collaboration, can set up systems of notification between buyers and sellers to preserve 
these scarce affordable rental units. But the critical key in opening the door to these 
collaborations is quality information on the status of HUD mortgages. 

Chicago Rehab Network and other local preservation advocates regularly access the 
HUD opt-out, prepayment, and terminated mortgages databases and work to confirm the 
information with local activities. There is no question that these additional data on 
maturing mortgages would be useful to those working on creating extended use 
transactions. As the GAO report notes, these data should be more easily accessible and 
user-friendly. 

We support the recommendations in the GAO report suggesting that HUD solicit the 
views of state and local agencies to determine (1) the specific information concerning 
HUD-subsidized properties that would be most useful to their affordability preservation 
efforts and (2) the most effective format for making this information available. Then, 
HUD should use the results to modify the current means of conveying the data on these 
properties to make the data more widely available and useful. 

H.R. 4679 

Beyond reliable data, another critical component to preserving affordable rental stock is 
resources. We are pleased to see that in response to the GAO report Ranking Member 
Barney Frank has introduced the “Displacement Prevention Act of 2004,” which 
specifically addresses the issue of preservation and mortgage maturity. It is crucial for 
Congress to work on this issue to prevent displacement of families before it occurs. In 
Illinois, there are over 3,100 units of rental housing financed through the Section 236 and 
221(d)(3) programs. This legislation could be instrumental in preserving those units for 
seniors, disabled people and others in need of affordable housing. NLIHC’s March 2004 
report, Losing Ground in the Best of Times, found that there were only 43 units of 
affordable and accessible housing for every 100 extremely low income renter households 
in the U.S. in 2000. 

We especially applaud the provision in H. R. 4679 authorizing the use of $675 million in 
previously appropriated housing funds to maintain the affordability of these 101,000 
units. NLIHC feels strongly that these funds, appropriated for just these properties, 
remain with this stock to protect the affordability of these units. 

The legislation makes tenants in these properties eligible for enhanced vouchers, requires 
notice be given to tenants nine months in advance of mortgage maturity and offers 
owners three forms of grant assistance: (1) rehabilitation assistance; (2) assistance to 
facilitate purchase by nonprofits entities; or (3) annual payment assistance to cover the 
difference between subsidized rents and comparable market rents. We are especially 
pleased to see the focus on nonprofit purchasers that recognizes the mission-driven nature 
of nonprofit developers and their commitment to long-term affordability and rent levels. 
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As the Subcommittee moves forward on H. R. 4679, we hope that you will consider the 
following suggestions: 

1 . Because many 22 1 (d) (3) BMIR and 236 projects are burdened with flexible 
subsidy loans that will come due with accrued interest at HUD mortgage 
maturity, we believe this could jeopardize their continued affordability. We 
recommend a provision be included requiring HUD to forgive or 
rollover/defer these loans where owners agree to extend affordability for the 
term of the deferment or a minimum of 20 years. 

2. We suggest that the form of assistance be either grants or deferred loans, at 
the owner’s option. 

Illinois’ Preservation Efforts 

The Chicago Rehab Network, like many preservation groups around the country, has 
been working on solutions - both public and private - to affordable housing challenges 
with a variety of stakeholders for many years. Recent successes in Illinois include county 
level tax abatements for rental housing, a new statewide donations tax credit of $26 
million, and just last week, new legislation signed by Governor Blagojevich to preserve 
assisted housing with expiring contracts 

H. R. 4679 will directly assist Illinois developers, particularly given the new legislation 
signed last week by Governor Blagojevich. Our state’s new Federally Assisted Housing 
Preservation Act expands the scope of the existing Illinois act in several areas to provide 
an opportunity to' preserve more expiring buildings. The Act: 

• Expands building eligibility include buildings financed with federal low-income 
housing tax credits, Section 8 subsidies, and various HUD mortgage insurance 
programs. 

• Increases the number of situations in which owners of assisted housing must give 
tenants notice. 

• Extends notice period from 6 months to 12 months. 

• Offers tenants the opportunity to purchase their buildings to preserve their 
affordability or to hire a developer to do so. 

• Grants tenant associations the ability to partner with non-profit development 
agencies or other private parties in making these purchases. 

While this new Illinois law is groundbreaking for its scope and tenant protections, there 
are no resources attached to it. H.R. 4679 will go a long way in providing those critical 
resources to allow for the rehabilitation and acquisition of these buildings. 

The Chicago Rehab Network’s 2003 research shows that the need for quality and 
affordable housing is widespread. Statewide, more than 420,000 families pay more than 
35% of their income for rent, including 258,000 who are paying more than 50% of 
income for rent. That is 28% of all Illinois renter households. Almost 370,000 owner- 
occupants are paying more than 35% of their income for housing. Another measure of 
affordability is the number of overcrowded households, including families that have 
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doubled up to save on rent. Statewide, 222,000 households are living in overcrowded 
housing units. More than 77,000 households are on waiting lists for public housing, and 
another 56,000 for housing choice vouchers. 

Within this context of great need, the 33,000 assisted housing units in Illinois that are 
expiring before 2009 have become the highest priority of our work. Public dollars were 
invested in Illinois and other communities around the country and we risk losing more 
government invested dollars with every unit lost. This public investment has resulted in 
billions of dollars and thousands of units of affordable housing for Illinois citizens 
ensuring they pay no more than 30% of their incomes to housing costs. To replace these 
units at today’s rehabilitation and construction costs would be cost prohibitive. The 
federal government must take action to protect its investment 

Section 8 and Preservation 

A vital component of any preservation effort is the Section 8 Housing Choice Voucher 
Program. According to the GAO report, about 134,000 tenants, or 57%, of the rental units 
in the 2,328 properties, are protected by rental assistance contracts. They are protected 
only because they have been able to rely on enhanced vouchers. This reliance is now in 
jeopardy. NLIHC contends, based on the current assault on the Section 8 voucher 
program, that all 236,000 households in projects with either maturing mortgages or 
expiring Section 8 rental assistance contracts between 2003 and 2013 are at risk of rising 
rents without the protection of an enhanced voucher. Enhanced vouchers are used when 
HUD properties with rental assistance contracts through the Section 8 program cease 
participation in HUD’s programs. Residents who qualify receive first priority for the 
vouchers. These vouchers pay the difference between 30% of the tenant’s income and the 
actual market rent as long as the tenant remains in those units. 

Unfortunately, the Section 8 program is under attack by the Bush Administration. This 
attack is having disastrous effects on the program and the families that rely on this federal 
assistance for affordable housing. First, on April 22, HUD released their 2004 Section 8 
renewal announcement, PIH 2004-7, that said renewals would be based on the costs and 
utilization as of August 2003, plus an annual adjustment factor, rather than on actual 
costs. As a result many housing authorities are facing a funding shortfall. Housing 
authorities are freezing turnover, withdrawing vouchers and in some cases terminating 
voucher holders due to lack of funds. Developers working with housing authorities are 
finding that they are unable to get the voucher commitments they need to move forward 
on their projects because of the uncertainty created by the 2004 renewal notice. And, 
housing authorities may not have the funds available for the enhanced vouchers so 
necessary to keep tenants in their homes. 

The devastating effects of the FY04 notice will greatly intensify if the Administration’s 
FY05 proposed cuts and program changes are enacted. An FY05 funding shortfall of $1.6 
billion would force 250,000 voucher holders to lose their vouchers. Programmatic 
proposals would strip the voucher program of its basic tenets: serving the lowest income 
and being affordable. The Flexible Voucher Program proposal in HUD’s FY05 budget 
request explicitly includes flexibility regarding administration of the enhanced voucher 
program (Sec.223 (a)(2)). Enhanced vouchers’ existence and use would be totally at the 
discretion of the housing authorities. These targeted attacks on the Section 8 program 
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can only lead to uncertain and reduced resources as local communities struggle to 
preserve affordable housing units. 

Additional Proposals to Promote Preservation 

Representative Frank’s legislation is a major step in helping to preserve the Section 
221(d)(3) and 236 housing inventory. However, there are other proposals that could be 
part of a federal preservation strategy to assist in the ever-increasing need for 
preservation. 

One simple legislative change would halt the preemption threat to state and local 
preservation laws. Over the last few years a number of states and localities have 
established preservation policies. However, recent federal appellate court decisions in 
Forest Park (MN, S'*’ Cir.) and Topa Equities (CA, 9"' Cir.) threaten the authority of state 
and local governments to enact their own preservation laws to suit their own housing 
conditions. These cases find that the Low Income Housing Preservation and Resident 
Homeownership Act (LIHPRHA) preemption still applies, even to non-participating 
properties that did not or cannot use LIHPRHA. 

We urge Congress to act to amend LIHPRHA to clarity that it does not apply to 
properties that are not regulated by a LIHPRHA plan of action, while further clarifying 
that state and local preservation initiatives for at-risk federally subsidized properties are 
not preempted. This change is need to ensure that the state and local prepayment notice 
laws in RJ, CT, MD, ME, MN, TX, IL, WA, CA, DC, Denver, San Francisco, Portland, 
Los Angeles, Santa Cruz and Stamford, and other areas are not jeopardized. 

Another preservation tool, H.R. 3485, has been introduced by Representatives Jim 
Ramstad (R-MN) and Ben Cardin (D-MD). H. R. 3485 provides tax incentives to 
preserve affordable housing. The Millennial Housing Commission recommended the 
creation of a mechanism to encourage the transfer of affordable housing properties to 
entities that agree to maintain these properties and keep them affordable. Because of tax 
law changes in 1 986, which created depreciation recapture taxes due at sale, owners, may 
of whom are now elderly and would like to sell their properties, are reluctant to do so. 

This legislation, H.R. 3485, which the National Low' Income Housing Coalition supports, 
provides that state housing finance agencies allocate a tax credit to exiting sellers to 
offset the recapture and, in exchange, the new owner is required to keep the property 
affordable. 

Another tool that would be extremely beneficial to preservation efforts is a change in 
Section 42 of the tax code that would allow the use of housing credits with properties 
financed under the Section 8 Moderate Rehabilitation (Mod/Rehab) program. On May 5 
of this year, Representative Frank Lucas (R-OK.) introduced FI. R. 4289, which would 
eliminate this prohibition. The National Low Income Housing Coalition supports this 
legislation. 

New Preservation Initiative 

We also urge the Committee to consider H.R. 1102, the National Affordable Housing 
Trust Fund Act of 2003. A national housing trust fund would provide a dedicated 
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source of funds to build, preserve and rehabilitate rental housing targeted to the lowest 
income people. NHTF funds, for example, could be use by non-profits to acquire at risk 
affordable housing properties, something H.R. 4679 does not fund. There are currently 
213 House co-sponsors; 5,077 organizations and state and local officials have endorsed 
the legislation. This legislation offers a real solution to our affordable housing crisis and 
we urge this committee to take up H.R. 1102. 

Preserving our affordable housing stock is no easy task. But with the strong leadership of 
Chairman Oxley, Ranking Member Frank and others we hope to turn the tide on our 
battle to preserve affordable housing. We urge Congress to move forward on all of the 
legislative initiatives described in our testimony and we look forward to working with the 
Subcommittee and others in Congress to achieve this goal. 
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• Focus on socf^ justice issues affecting underserved and vuinerable 
populations to increase public and private resources access for 
underserved communities. Extensive experience in leadership capacity 
building aM organization a capacity building. 


199 S - Present Chicago Rehab Network Chicago, !L 
Director of Advocacy 

• Coordinate the Policy and advocacy actMties at the National, Stats, 
City. Comty level. 

• Coordinated advocacy activities to create state resources fa- 
affordable housing dev^c^ment, The Donation Tax credit $13 
mSIfrm v^ch was enacted resulting in more than $1 30 million over 5 
years. 

• Recruited and supervise research intwns on various pdicy research 
activities. 

• Provide ieader^p development and organizational capacity 
building to memb^ and community-based organizations. 

• Coordinate a 3 days Chicago affordable housing conference - ' 
Valuing affordabity. Facilitated and coordinated ail logistics 
outreach to spaakers. Presenter and participants. Over 600 
participants attended fran Illinois and neighboring states. 


1995.1998 Chicago Mutual Housing Network Chicago, iU 
Director of advocacy and outreach 

« Coorctinated the Netwwk's advocacy and marketing efforts. 

• Build partner^tes t»^ent rights groups/organizations and 
conmunify development community. 

• Participated in loc^, national, and international dialogue to promote 
cooperative and muteal housing development for icw^-to m^erate- 
incomefamlies. 

• Provide technfcal assistance for cooperative and mutual housing 
devekpment and tenant organizations. 

• Directed T«iant Ownership Pilot Project (TOPP) to create 800 
units rf affordable cocperatives in 4-targeted communities in 
Chicago. 
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• inter^K^edvMth puttie sedor to sc^idt funding resource Ibr 
cooperative hojs^ develojimient and TOPP. 

• Secured over $1^ miion in funding for pre^levetopment aeSvRi^ 
and ccHTtfT>w% fovoivwent process of TOPP. 

• inteffeced toidaf InsStudon to necagnized cooperative 
dev^ojwnait and negofiated the creation of loan piaduds geared 
toward cooperative housing dev^opment. 


1994'1dd6 Lead Elimination Action Ddve Chicago, IL 
Outreach and Advocacy Coordinator 

• ajad relationships and partnerships w^fh public and private sectors 
to buHd awareness and access resources to address the issue of 
C^Bdhood lead poiswlng. 

• Facilitate an advocacy agenda to promote, enhanced awareness 
and targeting the need d at risk communities tiirpughout foe City of 
Chicago. 

• Participato in natiesn^ efforts to establish legislation and funding , 
resources to ^ ifoildhood lead poisoning 

• Soikated and awarded $6.3 mBfion in resources for foeCommunity 
based Lead abatement research project from the Nslfonal Center of 
Disease Cmtfol to ooilaboratioh Chiesgo Department Health. 

• Partic^ate in international arena to promote the awareness of lead 
base products and health consequences to at risk populations. 

• Promoted jeto craation and training of over 1 00 residents in 
communities most affected on lead containment and removal. Lead 
paint and Asbestos removal. Certified inspectors, and Project 
managers. 

• Advocated for and facilitate access to resources for litigation and 
govemmenta! intervention for families at risk. 

• Assist in the c^anization's overall fundraising activities. 

1983*1966 Norfo Ave Day Nursery Chicago. IL 
Head Teacher 

• Oversaw classroom for Special need preschooler's ages 2.5 to 3 
years old. 

• Developed curriculum that would promote se!f«awaraness, 
confidence and urtoerstending of rudimentary skills of age group. 

• Coordinate parwrt teacher fundraising activities 

• Evaluate overall pre^ramming for 2.5 -3 years old students. 
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Education 


interests and 
Affiliations 


Languages 


1980-1982 CSi’icago Youth Center- Project Care Chicago, iL 
Case manager Rdarra! specialist 

• Interfaad young female teens to praioote ealy health care 
intervwTftai and iM-egnancy prevention. 

• Intervened pregnant teens to promote prqser prenatal and 
postnatal care. 

• Wq1(ed\Mih families to tswioteaviareness of the teen's needs ' 
and prc^rams available to them. 

• Community target: Near Westside and Near North side in 
C^lc^. 


1980-1986 Roosevelt University Chicago, IL 
B.A -Eariy childhood Education 

1980-2000 Professional Training Chicago Illinois 
Illinois Department of Healto 

• Certification in Ofeis intervention 

• Unwersity of llltoois 

Certifi^ Lead inspector Chicago, IL 

Midwest Academy Chicago, iL 

• Community C^anization and Leadership Oevelopm^t 
National Cooperative Coaittlon New Yortc, NY 

• TraWng for Trainers 


National and international Human fights organization 
National and intemationa) community development organization 
Member of NGO Central America - Centro sin fronteras 
Member of United Church of Christ - Homeland ministries 

Member of AdwsoiY committee of San Lucas Church - Homeless 
ministry . 

Member of iinois Hwsing Council - Board of Directors 
Board member - Stone soup cooperative 

Advisory affiliate to CEDO minority student group - University Of 
Chicago 

Board member - Pertnwship to End Homelessness 

M^ber of Urban Developers Program - University of Illinois at Chicago 

Roent In: 

French Creole Spanish Haitian Portuguese 
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STATEMENT OF NATIONAL HOUSING DEVELOPMENT CORPORATION (NHDC) 

on the Januar 7 , 2004 General Accounting Office (GAO) Report on Maturing HUD Mortgages: 

“Multifamily Housing: More Accessible HUD Data Could Help Efforts 
to Preserve Housing for Low-Income Tenants" (GAO-04-20) 

before the 

HOUSE FINANCIAL SERVICES COMMITTEE 
Testimony Presented by O. Angie Nwanodi, Director of Policy 
July 20, 2004 

I am pleased to have the opportunity to testify before the House Committee on Financial sen/ices 
regarding the GAO report “Muitifamily Housing: More Accessible HUD Data Could Help Efforts to 
Preserve Housing for Low-Income Tenants" published in January 2004. 

On behalf of National Housing Development Corporation (NHDC), I commend Chairman Oxley 
and Representative Frank for commissioning the report and thank the Subcommittee on Housing and 
Community Opportunity for its continued interest in preserving affordable multifamily housing. I would 
also like to acknowledge Comptroller General Walker and his staff at the GAO for a job well done and for 
adding to the body of data available on at-risk units that need to be preserved. 

NHDC is a national nonprofit dedicated to preserving the affordability of existing multifamily 
housing. Our mission is “to preserve affordable housing in partnership with local communities, 
empowering individuals and revitalizing communities." NHDC's vision is of a comprehensive national 
preservation policy designed specifically to address our nation’s ongoing need for long-term affordability 
and recapitalization in aging multifamily housing. 

Since its inception in December 1999, NHDC has preserved more than 3,000 multifamily units in 
seven states, most with some form of federal subsidy and generally considered to be 'at-risk’ of imminent 
or impending loss of affordability. 

Concurrence With The GAO Report 

Overall, NHDC concurs with the GAO report’s findings regarding mortgage maturity and the 
accessibility of HUD data. Specifically, 

1 . No current HUD program exists to specifically address potential loss of affordability due 
to mortgage maturity; 
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2. Virtually no focus exists at the state and local level on the issue of mortgage maturity; 

3. Data available through HUD Databases, though widely available and easily accessible 
via the world wide web, could be more user friendly; 

4. Some states and localities have, with some success, made efforts to prioritize traditional 
preservation transactions (primarily opt-outs / pre-pays) through a variety of means, 
including federal sources of funding and unique state and local initiatives and vehicles 
such as housing tnjst funds and property tax incentives, 

5. Market conditions and owner motivation are the primary factors in determining whether 
mortgage maturity (or other preservation-triggering event, i.e. opt- out or prepayment) will 
adversely affect the long-term affordability of a property or make likely the displacement 
of its residents. 

That said, however, we believe the scope of the GAO’s report should have been broader, and 
should have raised, even It unable to answer them, some of the critical questions that must be answered 
if Congress is to take next steps to ensure that opportunities and tools to preserve at-risk units exist. 

My comments this morning will focus on the unique and recurring challenges inherent to 
preservation precisely because market factors (including property condition) and owner motivation largely 
control whether federally subsidized properties will leave the affordable inventory, as well as on 
recommendations for more effective preservation efforts going forward. 


The Nature of Preservation: Attributes of the at-risk inventory 

To have an effective dialogue around preservation, we must recognize its key attributes and how 
they differ from the issues and challenges attendant to new construction. 

As a general rule, the following principles hold true for preservation transactions: 

1 . Preservation is cheaper than new construction on a per unit basis.' 

2. Preservation is more politically palatable than new affordable developments. NIMBY 
forces generally do not oppose the rehabilitation of an existing property, whereas many 
new tax credit or other affordable developments can and have been stopped by local 
opposition. 

In fact, we believe a successful preservation project can serve to galvanize community 
stakeholders, including NIMBYs, and may ultimately serve to build positive attitudes 
towards affordable housing generally. 

3. Preservation is a more cost-effective use of current federal housing funds than new 
construction deals, and helps retain past federal investments in housing. 


' In making this observation, NHDC does not intend to infer that funding for new construction should be cut, nor does 
it contend that new construction is not a necessary part of our national housing policy. 
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4. Preservation is necessary if we are to meet federal housing goals and are to avoid falling 
further behind In meeting the ever-growing national demand for affordable housing 

5. Preservation transactions represent a perpetual crisis waiting to happen. By their 
nature, federal programs, contracts and subsidies are finite sources available to a 
property or owner for a finite term. Therefore, unless we formulate an appropriate 
response, we will always face the question of ‘what happens when , . . ' and, if past 
performance is a predictor of future response, we will search for answers immediately 
before or just after the crisis is upon us. 

For this reason, we must establish and fund a national policy of recycling existing 
multifamily assets when they come to the end of their regulated affordability, 
regardless of the source. 

6. Preservation transactions are extremely difficult to do. Preservation deals are difficult 
to acquire and are equally (if not more) difficult to manage. As difficult as it is, the test of 
successful preservation is not acquisition. Cash flow and residual value are the true tests 
— that is, the long-term viability of projects. 

7. The structure of our existing federal funding programs increases the cost of 
preservation, and unnecessarily so. To successfully compete for at-risk assets in the 
marketplace, preservation acquirers need interim capital rather than permanent finance. 

CoMiMENTS On The GAO Report In Light Of These Preservation Principles 
1) We Cannot Take Program Funding Availability For Granted 

In Its report, the GAO mentions program funding availability as a factor that could affect 
the future rate of rental assistance contract renewals. It does so, however, in a way that appears 
to minimize the potential negative effects lack of such funding could have on the ability of families 
to remain in affordable housing after mortgage maturity. 

While it is true that to date a high percentage of rental assistance contracts have been 
renewed, it does not necessarily follow that the trend will continue, particularly as we approach 
the later years of the study when large numbers of units face both mortgage maturity and rental 
assistance contract expiration. 

This year’s debate over the calculafion of Section 8 voucher funding as well as recent 
concerns regarding the rising costs of funding Section 8 should cause us to pay close attention to 
whether full funding for existing subsidies is likely to exist by the end of the coming decade, 
particularly given the persistent growth in demand for affordable units and rental assistance 


nationwide. 
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As the report notes and Assistant Secretary Weicher’s letter confirms, where market 
conditions make a conversion the owner’s likely choice, residents do not have 'as of right’ 
protection of the rental subsidies they received before their property's mortgage matured. 

Although they may be "eligible to apply" and may even qualify for enhanced vouchers, as the 
report emphasizes, impediments such as high security deposits could serve to effectively 
displace low-income renters. 

Even if the federal government were to authorize and fund the much needed preservation 
programs we believe it should, rental assistance and other existing subsidies will still be 
necessary to reach many of our nation’s low-income renters. 

2) State and Local Agencies Alone Cannot Solve the Preservation Dilemma 

Although the GAO report does not claim that state and local agencies can be the 
preservation panacea, some of the report’s conclusions could be interpreted to mean that the 
most significant part of the preservation challenge is a lack of access to HUD data by these 
agencies. 

However, long after HUD data becomes more accessible and user friendly to state and 
local agencies, these agencies will continue to face tough choices in funding transactions, and 
many preservation transactions will fall by the wayside. In some instances, market rate 
conversions may occur due to a failure to prioritize preservation at the Itxral level. However, even 
where states and localities target preservation through set-asides and other mechanisms, the fact 
remains that they are splitting existing pots of money, almost universally oversubscribed, to meet 
a myriad of housing needs, 

3) State and Local Funding Is Insufficient to Meet the Overaii Preservation Need 

Although the GAO report references state and local funding sources to encourage 
owners to keep their properties in the affordable inventory, in those states and localities where 
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affordable housing production and preservation has been prioritized and federal funding 
supplemented with state and local dollars, demand still dwarfs supply. 

For example, although it was a hard-won victory for Los Angeles housing advocates and 
is important for the commitment it symbolizes, the City’s $100 million Housing Trust Fund doesn’t 
buy or build much in a market where $200,000 - $300,000 per unit is the norm. The Housing 
Trust Fund is also incremental, scheduled to be funded over multiple years. 

In addition, most states and many localities are facing significant shortfalls in their 
budgets. As a result, some states and localities, such as Texas, which does not have a state 
income tax, have sought to increase tax revenues by limiting the amount of property tax 
abatement available to for-profit and out-of-state nonprofit developers. 

In California, the state budget crisis affected housing funding so much in 2002 that many 
existing and badly needed new state programs, including two preservation programs totaling $15 
million were only able to be funded through Proposition 46, a historic $2. 1 billion voter-approved 
bond measure. 

4) The Federal Programs That States and Localities Have Used to Preserve At-Risk Housing 
To Date Are Not Flexibie or Efficient Enough for Many At-Risk Properties 

We wish to recognize that the HOME, CDBG and Low Income Housing Tax Credit 
(LIHTC) programs referenced In the report are important and necessary tools In the quest to 
affordably house all Americans. 

However, even though states and localities have used these and other federal sources to 
preserve multifamily units with some success, NHDC does not believe that these funds are the 
most effective way to preserve at-risk housing. The common denominator that these programs 
share (along with various soft sources of funding) is that they are competitive, and therefore 
contingent, resources. 

In a housing world where our stated goal is to create incentives for market-driven owners 
to choose continued affordability or a buyer committed to continuing affordability, we essentially 
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handicap preservation-minded buyers by limiting their funding sources to a hodge-podge of 
funding programs, often allocated at separate times, and which routinely take a year or more to 
access (ff the resource Is awarded). 

Naturally, such buyers are at a severe competitive disadvantage as compared to buyers 
using conventional finance with the ability to guarantee closing within a reasonable timeframe. 
Those owners who have chosen against extending affordability are highly unlikely to entertain an 
offer from say, a nonprofit intending to apply for tax credits for the purchase, while those who may 
entertain such offers essentially demand a premium for enduring the uncertainty and long waits 
associated with our existing federal programs. 

In this way. our existing (permanent) finance system skews the market, ironicaily 
raising the cost of acquiring affordabie housing with dollars that are already in short supply. 

Much better would be a separate, parallel housing finance system, designed specifically 
to respond to at-risk properties' needs. The affordable housing community needs access to 
significant amounts of revolving capital that can be deployed as needed on an interim basis to 
seize on market opportunities to keep affordable properties in the inventory and to add as many 
units as possible to the stock. 

5) Nonprofit Ownership Does Not Necessariiy Reduce the Risk of Affordabiiity Loss 

In the GAO analysis of the few properties that have experienced mortgage maturity to 
date and of the remaining inventory, much seems to be made of the fact that some 38% of 
properties with HUD mortgages are owned by nonprofits. 

While many nonprofits are absolutely dedicated to affordable housing, as properties age, 
they present new and more difficult challenges than in their younger years. The complexities of 
ongoing management of (and capital improvements to) decades-old properties can be 
overwhelming for some nonprofit organizations. 

For this reason, funding for ongoing capacity-building and technical assistance for 
organizations dealing with aging assets will be essential to ensuring that the recapitalization of 
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nonprofit-owned affordable housing is successful and that it results in an operationally viable, 
stabilized property with a new useful life and adequate reserves to maintain it properly over its 
new life. 

6) Creating Incentives To Extend Affordability for Properties with Maturing Mortgages Would 
Only Be A Temporary Remedy. 

The GAO report contrasts the various incentives HUD has in place for opt-outs and 
prepayments with the lack of incentives for owners with maturing mortgages. NHDC wishes to 
concur with and reiterate the GAO’s finding that, "these incentives do not directly address the 
termination of the affordability requirements," for either mortgage maturity or opt-outs and 
prepayments. The best the incentives do is buy another five years of affordability, after which 
new approaches for preservation must be attempted. 

The existing incentives to keep properties affordable after a preservation-triggering 
event occurs do not address our national need for policies that ensure long-term 
affordability, protect previous federal investment in multifamily housing and plan for the 
recapitalization and rehabilitation of our aging stock. 

Additional Preservation Issues That Congress Should Study 

1. Cost Comparison Between New Construction and Preservation 

2. Efficiency and Effectiveness of Existing Programs for Preservation Transactions (What Is the 
Cost of Waiting?) 

Questions The Federal Government Must Ask and Answer To Succeed At Preservation 

1 . Under what circumstances will we preserve the existing multifamily stock? (Viability) 

2. If so, who should own it and how do we encourage and reward them? (Capacity) 

3. What level of rehabilitation and recapitalization should we strive for? (Vitality) 

4. How will we prevent recurring end-of-use crises? (Rapid response vs. proper response) 
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Recommendations For A More Comprehensive Federal Approach to Preservation 
1 . Broaden the Deflnition of Preservation. 

Of course, the current definition of preservation and the benefits that flow to preservation- 
eligible properties should be expanded to include maturing mortgages, which exhibit the same 
characteristics and pose the same challenges as opt-out / prepayment properties^. 

Beyond that change however. Congress should further broaden the way It defines 
preservation as well as the scope of preservation activities for which federal dollars can be used. 
This more inclusive definition of preservation should include unsubsidized, market-rate 
housing that is currently affordable to low- and moderate-income Americans, and should allow 
federal dollars to be used to acquire such properties in exchange tor long-term affordability. This 
would allow us to add new units to the affordable inventory before market conditions begin to 
squeeze out low- and moderate-income families currently in unrestricted apartments that are 
unprotected from future upswings in the market. 

NHDC completed one such bond transaction in which we made a loan to the nonprofit 
(housing was not its primary mission) owner to cover a gap in financing, and in exchange, placed 
a regulatory agreement on the property that ensured tax credit rents for fifteen years, while at the 
same time opening up twenty percent (20%) of the units to Section 8 voucher holders’. 

In addition. Congress should broaden the definition of presen/ation to include a focus on 
risk factors other than contractual and use-restriction issues, such as physical needs. As our 
housing stock ages, an increasing number of federally assisted units are in need of significant 
reinvestment, rehabilitation and renovation. 

It seems counterintuitive to construct beautiful new tax credit and bond properties while 
allowing older properties to languish and deteriorate, often in the same communities and 


^ Representative Frank's new bill, H.R. 4679 (introduced June 24, 2004) would accomplish this If passed. 

’ In the process of negotiating the transaction, NHDC discovered that the local housing authority was having difficulty 
with voucher utilization, and could not get many owners to accept vouchers. 
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sometimes on the same block. If neighborhood revitalization is to continue to be a goal in our 
housing efforts, we must reinvigorate our older properties and recapitalize them to achieve as 
close to a new useful life as is possible. 

2. Authorize and Fund Preservation Intermediaries 

The Millennial Housing Commission (MHC) made this recommendation in 2002 
( http://www.mhc.qov/MHCReDort.Ddfl . The House of Representatives passed such authorization 
by a vote of 405-5 in the 106“' Congress. 

NHDC urges the Congress to revive Section 402 of S. 2733'* (July, 2000; 106*’ Congress; 
Parallel legislation: Section 410 of H.R. 202*). 

Such legislation would authorize national, regional and local nonprofits and 
intermediaries dedicated to preserving at-risk multifamily properties for long-term affordability. In 
doing so. Congress would be encouraging the transfer of at-risk assets into the hands of 
organizations with a commitment to long-term affordability in order to minimize the risk of future 
end-of-use crises. 

In addition, such legislation would fund capacity-building for Intermediaries and other 
preservation entities, ensuring that when at-risk assets with complex challenges enter the market, 
the preservation community will be well-equipped to respond and to succeed in the long-term. 

3. Create a New, Separate, Revolving Source of Preservation Funding. 

The fund should be substantial, dedicated exclusively to the interim preservation of 
existing affordable multifamily properties by eligible preservation entities and intermediaries (see 
Recommendation #2 supra). That is, the fund should be recyclable for the ongoing preservation 
of at-risk or affordability favorable assets. Interim funds should stay with the property only long 
enough to stabilize it and access permanent financing. 


* httD://frwebaate.access.aPO,aov/caibin/oetdoc.coi?dbname~1Q6 cong bills&dodd«f:h2Q2eh.txt.Pdf 
* httD://frwebaate.access.QD0.Qov/cQibin/Qetdoc.cai?dbnaine=106 cono bills&docid=f:s2733is.1xt.Ddf 
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Essentially, the housing community needs a revolving fund that is well capitalized and 
that will permit affordability-minded buyers to compete favorably in the acquisition bidding 
process against buyers without a commitment to affordability. 

In conjunction with the other presen/ation tools we recommend herein, this tool would 
serve as an equalizer between affordability-driven buyers and market-rate buyers seeking to 
convert the units. Such a fund would create a warehouse/refuge for at-risk properties so that 
preservation buyers could acquire them without overpaying, while simultaneously working to 
assemble permanent financing. 

In today's environment of oversubscribed block grant funds, a revolving fund such as this 
would allow preservation-oriented acquirers to seek the various existing funds (HOME, CDBG, 
LIHTC, AHP, etc.) without the downside of losing the deal to market if they do not receive their 
requested award. 

4. Enact a Preservation Tax Credit (Exit Tax Relief) 

The Millennial Housing Commission f www.mhc.aov i also recommended that Congress 
enact what many call 'exit tax relief.’ Last November, Representative Ramstad concurred. He 
Introduced H.R. 3485®, the “Affordable Housing Preservation Tax Relief Act of 2004,’ which 
would offset the capital gains owed by an owner provided that the sale of the property is a 
‘qualified preservation transaction' with a capable and committed 'preservation entity.' 

In its report to Congress, the MHC found that many owners of assisted housing that 
needs to be preserved and recapitalized choose to hold on to the property rather than take the 
large ‘exit tax' hit that today’s tax code requires. 

NHDC strongly urges Congress to move forward with a preservation tax credit that can 
be allocated to states and used to buy out owners of assisted housing that are for all intents and 
purposes trapped In transactions made decades ago. 


httD://frwebaate.ancess.apo.Qov/cai-bin/Qetdoc.cQi?dbname=106 cona bills&docid=f:h3485ih.txt.Ddf 
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5. Provide Incentives for Owners To Properly Plan for Rehabilitation 

One of the reasons we have continually faced the deterioration of our privately-held, 
federally-assisted stock is because our tax code penalizes proper, responsible ownership. 

Today, the Internal Revenue Code requires that monies set aside for capital 
improvements be taxed in the year when they are reserved, and then depreciated as part of an 
owner's basis once it is spent on rehab. 

Instead of promoting what sound property management requires (adequate planning and 
savings toward future capital needs), our tax code provides a powerful Incentive to distribute cash 
flow to investors rather than set aside a portion in reserve accounts. 

If an owner today chooses to set aside $100,000 out of a property's cash flow in a 
separate reserves-for-replacement account, the account is subject to taxation, usually at a high 
rate, leaving somewhere around half ($50,000 - $60,000, depending on the tax bracket of the 
owner or investor) of the intended investment available for future rehabilitation. Even if an 
owner was willing to take the tax hit associated with the reserve account, an investor in the 
property is understandably less than eager to receive, say, $200,000 in distributions only to be 
taxed on $300,000 once the tax due on the phantom income (due to the reserve account deposit) 
is added to their tax liability. 

Congress should eliminate these existing tax barriers to responsible long-term planning 
for capital needs in multifamily housing. Instead of the policy we have today, we ought to 
encourage the creation of pre-tax holding accounts for rehab so that owners have an incentive to 
save today towards the roof replacements and other capital items the property will need in ten, 
fifteen or twenty years. 

In sum, removing this savings disincentive from the tax code would require a two-prong 
approach. First, allow for pre-tax reserve accounts, and second, disallow reserve account 
deposits from inclusion in an owner’s basis. 
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Conclusion 

Together, these policies can work to strengthen the tools already available to affordable housing 
developers and can create the parallel funding sources for preservation that our nation's housing policy 
needs in order to break the never-ending cycle of crisis at expiration, whether it be mortgage maturity, 
opt-out, prepayment, subsidy contract expiration or deferred maintenance. 

On behalf of National Housing Development Corporation, I would like to once again thank the 
Committee for the opportunity to testify on the ongoing preservation needs of our nation's affordable 
housing stock. 
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Chairman Ney, Representative Waters, members of the Subcommittee, I am honored to 
be invited here today. 

My name is Todd Trehubenko and I am Senior Vice President of Recapitalization 
Advisors, Inc. We are a private consulting firm based in Boston, specializing in the finance of 
existing affordable housing. In particular, we focus on Section 236, Section 221(d)(3), Section 
8, and other types of “expiring use” housing -- assisted properties on which the original 
affordability protections are or will be ending. 

We design and execute what we call “renewed affordability” transactions. These 
transactions lever an array of public and private resources to financially improve these properties 
and provide funds for renovation while still protecting low-income residents. I lead this practice 
area for Recap, and am proud that we have directly preserved over 450 properties totaling nearly 
60,000 apartments in 39 states since the company’s 1989 founding by David A. Smith. 

Recap works closely with for-profit and non-profit owners, buyers, and sellers. Our 
clients include state housing finance agencies as well as other affordable housing lenders and 
investors, and we have been privileged to provide analysis and advice to Congress, HUD, GAO, 
CBO, the Millennial Housing Commission, and others concerned with housing policy in this 
country. 

Our experience operating in this environment over the past 15 years teaches us that: 

• The maturing mortgage problem is more significant and more immediate than the GAO 

report describes. 

• This inventory consists of properties left out of other initiatives. 

• Substantially all remaining properties in the portfolio are “at-risk” today. 
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• These properties should be preserved, but current tools are inadequate. 

• Congress should act now to ensure preservation of these properties. 

GAO’s January, 2004 report on this inventory (“Multifamily Housing: More Accessible 
HUD Data Could Help Efforts to Preserve Housing for Low-Income Tenants”) indicates that 
lack of data access is a significant issue with respect to this portfolio. We respectfully suggest it 
is not; the problem is lack of access to the tools and resources necessary to successfully 
recapitalize these aging properties. The problems with the portfolio are both greater in 
magnitude than suggested by the GAO report, and more immediate. We urge Congress to act 
now to create the necessary tools - such as those included in H.R. 4679 introduced by 
Representative Frank — to preserve and improve these affordable housing assets. 

1. The maturing mortgage problem is more signiflcant and more immediate than the 

GAO report describes. 

The GAO report found that HUD mortgages on 2,328 properties (236,650 apartments) 
will mature over the next ten years, through 2013. Virtually all of these properties were financed 
under the Section 236 and Section 221(d)(3) programs, although the total also includes some 
older Section 202 elderly housing properties. 

While a ten-year horizon is a common and not inappropriate frame of reference, in this 
case it obscures the magnitude of the problem. A chart we have compiled using HUD source 
data, included as Exhibit 1 . depicts the entire wave of maturing Section 236 and Section 
22 1 (d)(3) mortgages by year. The data shows that an additional 8 1 4 Section 236 or Section 
221(d)(3) mortgages, on properties consisting of more than 93,000 apartments, will mature in the 
three years following the period GAO studied. 

And the problem is upon us now, as mortgages on over 100 properties in this inventory, 
representing more than 13,000 apartments, will come due by the end of 2007. In many cases, 
even for properties with later mortgage maturities, owners are motivated to prepay their loans in 
order to capture Section 8 enhanced voucher resources that are not available to them on the day 
the mortgage otherwise comes due. These properties will exit the affordable portfolio early and 
never make it to mortgage maturity. While the residents will be protected through vouchers, 
project-based affordability is likely to be lost. 

2. The maturing mortgage inventory consists of properties left out of other initiatives. 

The inventory we are discussing today is what we have left after having selected out of 
the subsidized mortgage portfolio several previous groups of properties that each took advantage 
of particular programs: 
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• Preservation. From 1989 to 1996, we preserved many properties under ELIHPA and 
LIHPRHA. These properties increased their project revenues, captured new Section 8 to 
cover the increased rents, and funded rehab with a new combined acquisition or equity 
takeout loan. 

• Prepayment From 1996 to 1998 (and ongoing), many subsidized mortgages were 
prepaid. The residents were protected with Section 8 enhanced vouchers, newly created 
for the occasion, to cover the rents that increased to market. Enhanced vouchers have 
since become one of the principal tools in maintaining resident protections in properties 
originally financed with subsidized mortgages. 

• Mark-to-market. From 1999 to 2004 (and ongoing), many properties went through mark- 
to-market. In these transactions, rents were reset down to market, debt was restructured 
(with new flexible soft loans provided under mark-to-market), and properties were 
rehabbed with proceeds from the newly reconstituted first loan. 

• Renewed affordability. Starting in 1999 (and ongoing), we have used renewed 
affordability tools such as Mark Up to Market (MUM), Section 236 IRP decoupling, and 
flexible subsidy loan restructurings to help properties raise new capital for renovations 
and to address other needs. 

• Section 202 recapitalization. In 2000, non-profit owners gained greater ability to 
refinance Section 202 mortgages to raise funds for property needs and to enter into new 
partnerships with private investors to revitalize these assets. These programs provide 
important new tools for Section 202 properties, but work best for properties developed 
after 1975. Earlier Section 202 properties, with subsidized below-market interest rates 
and little or no Section 8 assistance, struggle to take advantage of these initiatives. 

Each of these previous programs addressed a particular cohort of properties within the 
subsidized mortgage inventory. With rare exception, each was the result of targeted legislation 
passed by Congress and was voluntary in the sense that project owners could elect to participate 
in the program or choose to do nothing. And each program stimulated property recapitalizations 
that delivered to successful participants the following benefits in exchange for extended 
affordability or resident protections: 

• New rents, usually at or close to market. 

• New financing commensurate with the revised Net Operating Income (NOI). 

• New rehab funding out of the transaction. 

• New or revitalized property ownership. 

The portfolio at issue today consists of those properties that did not participate in 
previous programs. It is characterized by adverse selection, more easily summarized by 
negatives than by positives. These properties have been unable to access the new array of 
renewed affordability tools - increased rents, enhanced vouchers, new debt financing - available 
to the other groups. These properties have not been renovated or repositioned. The original 
owner groups, for-profit or non-profit, have not been reinvigorated or replaced. 
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These properties have been unable to do anything else. This is the group left behind. 

3. Substantially all remaining properties in the portfolio are “at-risk” today. 

Because of the adverse selection, the properties we confront today generally have these 
things in common: 

• No economics (because of a contractual prohibition) or low economics (because their 
current rents are at or near market). They thus lack an essential economic fuel for 
revitalization. 

• Low rents, because the budget-based rent structure and limited availability of Section 8 
have held rents down. 

• Low upkeep, because they have had no ability to access rehab-type tools available to the 
other cohorts. 

• Low debt, because they are still carrying their original loans, which have been amortizing 
for 30 or more years. Many balances are now down below $10,000 per apartment. 

• Low reserves, because coping with low rents and low upkeep have prevented the 
properties from accumulating capital. These properties typically have less than $1,000 
per apartment in accumulated reserve balances. 

• Low owner energy, because lacking a transaction, many of these owners have been 
emotionally carrying their properties for thirty-plus years. The business has become 
much tougher and more complex in that interval, and many of these owners are at a loss 
as to what can be done to revitalize their properties. 

And yet these properties are good housing. Even if a bit dated, they provide a good 
qualify of life and are genuine and successful communities of residents. 

They serve a real and important need. Residents are glad to live there and think of these 
complexes as their homes of long standing. 

And communities are glad to have them. These developments are well established. 

Cities and towns - even those that resist new affordable housing - are eager to retain these 
properties as assets in their communities. 

We are at risk of losing these properties as quality affordable housing. As GAO points 
out, HUD does not offer any incentives to keep these assets in the affordable inventory upon 
mortgage maturity. HUD’s commitment to the property once the loan is paid off and the FHA 
insurance liability is eliminated is unclear. From the owner’s perspective, in the current 
environment there is little comfort can be taken that any Federal financial assistance will 
continue beyond maturity, or that subsidies that do continue will be sufficient to cover debt 
seiv'ice on the new mortgage financing or rehabilitation loans these properties need. 

This lack of certainty influences owner behavior even now, many years before actual 
maturity. Because Section 8 enhanced vouchers are available for most properties in the context 
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of mortgage prepayment but not mortgage maturity, owners have an incentive to exit the 
portfolio before the end of the loan term if at all possible. We expect many owners of properties 
remaining in the portfolio to eventually prepay, once the current loan balance is low enough, if 
only to capture resources necessary to remain economically viable. 

Other properties will not prepay, due to a contractual prohibition or because a transaction 
is not viable. These properties are at risk in a different sense - risk of owner disinvestment over 
the final years of the mortgage term, or complete physical deterioration due to lack of operating 
or rehabilitation funds. 

4. These properties should be preserved, but current tools are inadequate. 

These properties were built under the same programs and serve the same resident groups 
as many other properties that Congress has already acted to preserve as affordable housing. 
Reinvesting in these remaining properties prior to or at mortgage maturity is sound policy and 
financially attractive relative to the cost of new housing. Recapitalizing these properties with 
incremental resources will be much cheaper, and much better policy, than losing them and trying 
to replace them later. 

The properties require modernization and financial recapitalization. We know what 
resources and tools are needed to accomplish these goals, because we use them now, on other 
properties already eligible for existing preservation programs. These include; 

• Section 8 enhanced vouchers. Currently, these are not available to properties at 
mortgage maturity, or upon prepayment/preservation of non-profit owned properties. 
Rent Supplement properties, or early Section 202 properties without full Section 8 
coverage. 

• Project-based rents at market (with resident protections) through Section 8 Mark up 
to Market or related programs. These HUD programs work well for some properties 
but only those that meet fairly narrow criteria. For example, properties without full 
Section 8 coverage, or those with comparable rents much higher than current rents 
but less than the HUD “Fair Market Rent”, are unable to derive significant benefits 
from these programs. 

• Replacing old debt with new financing on better terms. Properties without a means to 
protect residents from necessary rent increases generally cannot support new debt 
sufficient to address property and ownership needs. 
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• Rehabilitation funding within new financing. Similarly, suitable rehab financing is 
difficult to support under the existing affordability structure. Some Section 236 
properties, particularly those being sold, have been able to fund improvements 
through the IRP decoupling program. But this tool is relatively unattractive to 
owners wishing to retain ownership, because of HUD’s effective prohibition on any 
owner equity takeout in conjunction with the preservation transaction (despite 
mandatory extension of affordability). 

So for a variety of reasons, we are precluded from using effective renewed affordability 
tools on many properties remaining in the inventory. And that preclusion inhibits the 
revitalization of these assets, and is therefore bad for owners (for-profit and non-profit alike), 
bad for residents, and bad for the real estate. 

Access to these tools, which can be effectively combined with other established private, 
federal, state, and local resources, should only be granted in exchange for extended affordability 
covenants from the owner or a mission-oriented purchaser. Many owners and purchasers would 
gladly make this trade in order to address the underlying needs of these aging properties. 

5. Congress should act now to ensure preservation of these properties. 

Congress has time and again passed legislation to ensure preservation of many property 
cohorts within the maturing mortgage portfolio. We urge Congress to act now to stimulate long- 
term preservation of worthy properties remaining in the portfolio - the portfolio of projects left 
behind that we have been discussing today. Specifically, we ask that Congress: 

• Adopt the measures outlined in H.R. 4679 filed by Representative Barney Frank. 
These include Section 8 enhanced vouchers at mortgage maturity and targeted grants 
for properties willing to extend affordability protections for at least another 10 years 
beyond mortgage maturity. 

• Extend Section 8 enhanced voucher eligibility to expiring use properties owned by 
non-profits, properties assisted by Rent Supplement, and Section 202 properties 
developed in the earliest stages of the program, provided that such enhanced vouchers 
are provided only in the context of a preservation transaction. 

• Encourage HUD to modify its administrative guidelines to broaden eligibility for 
existing preservation initiatives such as Mark up to Market and IRP decoupling. 

• Encourage HUD to develop clear rent-setting policies to recognize all legitimate 
operating and financial costs for properties achieving mortgage maturity, including 
debt service on replacement and/or renovation financing, to reduce owner and 
purchaser uncertainty on these issues. 
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We need these measures to help preserve this housing stock and protect toilnerable low- 
income residents. 

Mr. Chairman, Representatives, that concludes my remarks. I would be delighted to 
answer your questions. 
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RECAPITALIZATION ADVISORS, INC. 

20 Winthrop Square, 4“* Floor 
Boston. MA 02110-1229 



(617)338-9484 Fax; (617) 338-9422 
www.recapadvisors.com 


David A. Smith 
Adam I. Gaiowitz 
Maria T. Maffei 
Todd Trehub«iko 


Summary of Section 236 and 221(d){3} BMiR mortgages by year of maturity 


Year. 

Properties 

Units 

2004 

15 

1,723 

2005 

33 

3.495 

2006 

29 

3,955 

2007 

37 

4,016 

2008 

51 

6.346 

2009 

34 

3,917 

2010 

86 

9,337 

2011 

373 

36.750 

2012 

571 

59,428 

2013 

414 

45,103 

2014 

452 

50,646 

2015 

235 

28,530 

2016 

127 

14,469 

2017 

70 

9,480 

2018 

43 

5,454 

2019 

21 

2,810 

2020 

10 

2,099 

2021 

5 

795 

2022 

1 

185 

2023 

1 

217 

2025 

1 

115 

Total 

2,611 

288,870 


Data from; HUD F47/MRS Database as of 12/31/2003 


For more information, contact Ethan Handelman, Associate, Recapitalization Advisors, Inc. 
at ehande(man@recapadvisors.com or (617) 338-9484 x218. 


Recapitalizing and preserving existing affwtfaftte housing via innovative rmanciaf transactions. 
Copyright © 2002 Recapitalization Adviscws, Inc. All rights reserved. 
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RECAPITALIZATION ADVISORS, INC. 

20 WiDthiop Square, 4th Floor 
Boston, .MA 02110-1229 
Tel: (617) 338-9484 Fax: (617) 338-9422 
www.recapadvi5ors.com 



David A. Smith 
Adam I. Galowitz 
Maria T. Maffei 
Todd Trehubenko 


Todd Trehubenko 
Senior Vice President 

Todd Trehubenko is a Senior Vice President of Recapitalization Advisors, Inc. 
Since joining Recap in 1992, he has structured and closed more than 65 transactions 
nationwide, including preservation sales and refinancings, Mark to Market debt 
restructurings, conventional refinancings, and workouts. These transactions involved 
approximately $425 million in real estate value and nearly 10,000 units of affordable 
housing located in about 20 different states and the District of Columbia. 

Todd currently leads Recap's Renewed Affordability practice, specializing in 
transactions designed to help owners and acquirers recapitalize and preserve affordable 
housing properties through use of federal, state, and local resources. These transactions 
are highly customized, but often take advantage of current federal housing initiatives 
such as Section 236 IRP decoupling. Section 202 refinancing, and Section 8 renewal 
policies. 

Todd also assists many of Recap’s state and local housing finance agency clients 
in meeting their preservation objectives, including those in Puerto Rico, Connecticut, 
Michigan, and Texas. An experienced conference and workshop presenter, Todd 
formerly served as a member of the Editorial Advisory Board of Multi-Housing News 
and the Mark to Market moderator for Housing Professionals Online, an online 
discussion group for professionals in the affordable housing industry. 

Prior to joining Recap, Todd was a Multifamily Housing Representative with the 
Boston HUD office, where he assisted in the development of new affordable housing 
properties through a broad variety of federal subsidy and mortgage insurance programs. 
He is a 1989 summa cum laude graduate of Fordham University. 
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Chairman Ney, Ranking Member Waters, distinguished members of the Subcommittee on 
Housing and Community Opportunity, thank you for inviting the Department to testily on 
the GAO report entitled Multifamilv Housing: More Accessible HUD Data Could Help 
Efforts to Preserve Housing for Low-Income Tenants fGAO-4-20) . 

This Administration and the Department are firmly committed to preserving affordable 
housing. Historically, the Department’s rental housing programs have been designed 
primarily to develop subsidized projects that have rent affordability requirements for a 
fixed term. Therefore, the Department has focused on retaining these properties as 
affordable for at least the fixed term, and has worked with Congress to develop tools and 
incentives to maintain affordability in cases of rental assistance contract expirations. 
Although these tools and incentives do not specifically address mortgage maturity, some of 
these incentive programs such as the Mark to Market and the Section 236 Decoupling have 
extended the affordability restrictions beyond the maturity of the insured mortgage. 

To date, the Department has been very pleased with the success of the role of these 
programs in assisting in the Department’s efforts to preserve the affordable housing stock. 
Under this Administration, we have over 1,000 projects with over 86,000 units processed 
under the Mark to Market Program, over 350 projects with approximately 32,000 units 
processed under the Section 236 Decoupling Program and approximately 800 projects with 
some 80,500 units processed under the Mark Up to Market Program. In these three 
programs combined, the Department has preserved the affordability of over 2,000 projects 
with about 200,000 units. 

The Section 202 Prepayment Program also allows owners to prepay their HUD loans and 
obtain other financing, but keep the affordability use restriction until the maturity of the 
original loan. The refinancing of these loans allows additional funds to be made available 
to modernize and rehabilitate these projects to ensure their long-term affordability even 
beyond the prepayment of the loan. Due to the increasing number of sponsors desiring 
FHA insurance to refinance these aging projects, the Department has been reviewing its 
procedures to provide more flexibility in underwriting an FHA-insured loan to replace the 
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Section 202 loan. In recognition of the great need to assist these affordable elderly 
housing projects and preserve this housing stock, the Department is preparing a notice to 
allow these loans to be underwritten at the existing Section 8 rent even if above market 
levels. This change should enable substantially more Section 202 projects to be refinanced 
through FHA and provide capital needed to make necessary repairs and improvements to 
improve long-term viability. 

Although the incentives to extend affordability do not directly address the termination of 
the affordability requirements resulting from mortgage maturity, the Mark Up to Market, 
Mark to Market and Section 236 Decoupling Programs all provide incentives to owners to 
continue to provide affordable housing on a long-term basis and beyond the mortgage 
prepayment while improving the physical and financial viability of the properties. These 
incentives have substantially decreased the actual numbers of insured mortgages that 
would normally be maturing in the next 10 years. In the GAO Report, they reviewed 
properties with HUD mortgages that originated from 1959 through 1962 and found that 
only 8, or 1 1% of the properties had reached mortgage maturity. This data supports the 
Department’s position that these incentives are preserving affordable units for an extended 
period of time beyond the original mortgage maturity date. 

Currently, there is no statutory authority for the Department to offer residents special 
protections, such as enhanced vouchers, when a mortgage matures unless rental assistance 
is also provided. In some of the programs such as Section 221(d)(4) and Section 207 
addressed by the GAO study, there is not and never was an interest rate subsidy. However, 
some residents receive rental assistance, and depending on the type of rental assistance a 
resident receives, a resident may be eligible to receive a voucher or continue with the 
project-based rental assistance notwithstanding the section of the Act even though the 
mortgage has matured. 

As the GAO report states, there are a total of 236,650 units in 2,328 properties where the 
mortgages are scheduled to mature through 2013. Of this universe, 134,087 units (57%) 
receive project-based Section 8 assistance or other rental assistance. These residents will 



129 


continue to benefit from affordable rents and be protected, regardless of when the 
mortgage matures, as long as there is a rental assistance contract. Under current rules, if 
the rental assistance contract expires or the owner elects not to renew the contract (opts out 
of the contract), eligible residents are provided vouchers. Historically, Congress has 
always provided appropriate renewal funds for these contracts. 

The remaining 43% of the units in the GAO study (101,730) receive the benefit not from 
rental assistance but rather through the mortgage rate interest subsidy. * In properties 
financed under the Section 221(d)(3) BMIR and Section 236 programs, many residents do 
not receive rental housing assistance. The question has been raised as to whether the 
residents who do not receive rental assistance are able to afford the potential increased 
rents upon the mortgage maturing. It should be noted that residents of these projects 
typically have a higher income than those under the rental assistance programs. The 
Section 236 program has no income limitations, and properties financed under the Section 
221(d)(3) BMIR program allow residents with incomes of up to 95 percent of area median 
income. These are in contrast to project-based Section 8 which limits residents’ incomes to 
less than 80 percent of area median income. It is also important to note that unassisted 
residents of Section 221(d)(3) BMIR and Section 236 projects have average household 
income that is somewhat greater than that of residents who receive rental assistance. In a 
1998 HUD study, residents in the Section 221(d)(3) BMIR without rental assistance had an 
average household income that was 83% greater than that for residents in a Section 
221(d)(3) BMIR project with rental assistance. The average income of a household in a 
non-rental assisted unit was $22,000 as compared to an average income of $12,000 for a 
household in a rental-assisted unit. Households in Section 236 units without rental 
assistance had an average household income that was 30% greater than that for residents in 
Section 236 project with rental assistance. The average income of a household in a non- 
rental assisted-unit was $13,000 as compared to an average income of $10,000 for a 
household in a rental-assisted unit. Based on these statistics, these residents potentially 

* The residents of only 833 units (less than 1%) receive no rental assistance or benefit of a mortgage interest 
rate subsidy since they reside in market rate properties insured under sections 22 1 (d)(3), (d)(4), or 231. This 
is the entry to balance with the GAO’s total universe. 
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should have the ability to afford higher rents. And in the case of the Section 236 program, 
many of these residents may have been paying these higher rents throughout the mortgage 
term. 

Actual history shows that many projects remain affordable after loan maturity. Data 
gathered in conjunction with the GAO report indicate that there were 32 properties where 
the HUD-insured mortgage had matured between January 1, 1993 and December 31, 2002. 
Of these 32 properties, sixteen are still serving low-income residents through rental 
assistance contracts and ten properties that have no rental assistance contracts were 
identified as affordable to residents with incomes below 50% of area median income. 

After mortgage maturity, over 80% of the properties (26 of 32) remain affordable to low- 
and moderate-income residents. 

Therefore, because of incentives provided currently, such as vouchers and actual 
experience, it would appear that there are few projects at risk of losing the affordable 
housing units. For those projects where the mortgages do mature, the projects are 
remaining affordable despite the mortgage maturity. 

The Department certainly concurs with GAO that it is helpful to notify our partners, both 
local and state governments, when HUD-insured properties have the potential to leave 
HUD programs. In accordance with GAO’s recommendation in the Report, in the past 
thirty days, the Department has begun posting a listing of HUD-insured mortgages and 
Section 202 loans expiring in the next 10 years. The Department will continue to post 
information and applicable data regarding expiring rental assistance contracts on HUD’s 
website. 

The Department is also planning to solicit comments from our industry partners on the 
information and data that is being provided so that we are able to continue to improve the 
format and if necessary, modify the current means of conveying the data on these 
properties to make the data more widely available and accessible. 
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That concludes my testimony. I would happy to respond to questions that you may have at 
this time. 
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A GAO 
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Highlights 

Highlights of GAO'04-992T, a report to the^ 
Committee on Financial Services, House : 
of Representatives ..yr-. 


Why GAO Did This Study 

The Department of Housing and 
Urban Development (HUD ) has 
. subsidized the development of 
about 1.7 million rental units in 
over 23,000 pnvately owned 
properties by offering owners 
favorable long-tenn mortgage, 
financing, rental assistance 
payments, or both in exchange for 
owners’ commitment to house low- 
income tenants. When owners pay 
off mort.gages — tlie mortgages 
“mature” — the subsidized financing 
endSj raising the possibility of rent 
increases. Based on a report 
issued m January 2004, this 
testimony discusses (1) the number 
and selected characteristics of 
IIUD-subsidized rental properties 
with mortgages scheduled to 
mature in the next 10 years, (2) tiie 
potential impact on tenants upon 
mortgage maturity, and (3) the , 
tools and incentives that HUD, the 
states, and localities offer owners 
: to;teeep HUD properties affordable 
upon mortgage maturity. 


What GAO Recommends 


In if.s report, GAQ.recpinmehd^d 
that HUD solicit the views of state 
arid local hdusinig; agencies to 
detemiiiie what inforrhatipn oh, 
fifUD-subsidized properties is-: , 
needed and.ffie most effective 
format to convey this tnformatioh. 
HUD concurred with tlie report’s 
conclusions and recommendations. 


wwv.gao:gov/cgi-bi(i/getfpt?t3AO-04-9S^. 

To view the fuli product, click on the link ' 
above. For more info'nnatibh, contact' David 
G , Wood at (202) 5 1 2-B678 or ' • 
WoodD@gao.gov. , 


MULTIFAMILY HOUSING 

More Accessible HUD Data Could Help 
Efforts to Preserve Housing for Low- 
income Tenants 


What GAO Found 

Nationwide, the HUD mortgages on 2,328 properties — 21 percent of the 
1 1,267 subsidized properties with HUD mortgages — are scheduled to mature 
in the next 10 years, but rnnong states this percentage varies significantly: 
from 7 percent in Alabama, to 53 percent in South Dakota. About three- 
quartere of these mortgages are scheduled to mature in the last 3 yeare of die 
10-year period. As part of our analysis, we developed a searchable database 
available on a CD-ROM, showing property-level data for eacli of HUD’s 
subsidized rental properties scheduled to mature in the next 10 years. 

Impacts on tenants depend on tenant protections available under program 
statutes and rcgidations, as well as on property owners’ decisions about 
their properties. No statutory requirement exists to protect tenants from 
increases in rent when HUD mortgages mature, absent the existence of 
rental assistance contracts or other subsidies. Without tenant protection 
requirements, tenants in over 101,000 units that do not receive rental 
assistance may have to pay higher rents or move when the HUD mortgages 
on these properties mature and rent restrictions are lifted. During the past 
10 years, HUD-insured mortgages at 32 properties reached mortgage 
maturity, and Uie m^ority of these properties are still serving low-income 
tenants. 

HUD does not offer incentives to owners to keep properties affordable upon 
mortgage maturity. Wliile many state and local agencies GAO surveyed 
offered incentives to preserve affordable housing, they have not directed 
tliem specifically at properties where HUD mortgages mature. Most of the 
agencies do not track HUD mortgage maturity dates for subsidized 
properties. In addition, althougli HUD’s Web site contains detailed property- 
level data, some state and local agencies perceive that the information is not 
readily available. 


State and Local Agencies' EHorts to Identify and Track Properties that May Leave HUD 
Programs 


Does your agency identity 
and track when properties 
are eligible to leave HUO's 
housing programs? 


For which circumstances does your 
agency track when properties are eligible 
to leave HUD's housing programs? 



Source GAO. 
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Mr. Chairman and Members of tlie Subcommittee: 

I appreciate the opportunity to be here today to discuss our report to you 
on properties with mortgage financing provided through the Department 
of Housing and Urban Development (HUD).‘ Since the 1950s, HUD has 
subsidized tdxiut 1.7 million rental units in over 23,000 privately owned 
properties that are generally affordable to low-income tenants — those with 
incomes 80 percent or less of area median income. HUD supported the 
development of affordable housing by offering property owners favorable 
mortgage financing, long-term rental assistance contracts, or both in 
exchange for owners’ commitment to house low’-income tenants for at 
least 20 years and, in some cases, up to 40 years. However, many of these 
commitment periods will be completed in the next 10 years as the HUD 
mortgages reach their scheduled maturity dates and long-term rental 
assistance contracts expire. These subsidized properties represent a 
significant source of housing that is affordable to low-income households. 

My statement today, which is based on our January 2004 report, discusses 
(1) the numbers and selected characteristics of HUD-subsidized rental 
properties that are scheduled to reach mortgage maturity through 2013 — 
roughly the next 10 years; (2) the potential impact on tenants when 
mortgages reach maturity; and (3) the tools and incentives that HUD, the 
slates, and localities offer owners to keep HUD properties affordable 
when mortgages mature. In preparing the report, we analyzed HUD 
databases to identify the characteristics of those properties with 
mortgages that have already reached maturity as well as those that are 
scheduled to reach maturity by December 31, 2013.^ We surveyed 327 state 
and local housing and community development agencies to obtain 
inforniation on what tools and incentives they use to keep HUD-subsidized 
properties affordable to low-income tenants. In addition, we reviewed 
statutes and regulations and interviewed HUD officials to identify tenants’ 
protections when mortgages on subsidized properties mature. We 
performed our work from January through November 2003 in accordance 
with generally accepted government auditing standards. 


'U.S. General Accounting Office, AfitUifamily Htrusing: More Accessible HUD Data Could 
Help mforts to Preserve Housing for Lov!-lncome Tenants GAO-04-20 (Washingtors D.C.; 
January 23, 2004). 

“To have 10 full years of data, our analysis covered the period from April 15, 2003, through 
December 31, 2013. 


Page 1 
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To summarize: 

• Nationwide, 21 percent or 2,328 of the 1 1,267 subsidized properties with 
HUD mortgages are scheduled to reach mortgage maturity through 2013, 
but among states this percentage varies significantly: from 7 percent in 
Alabama, to 53 percent in South Dakota. These properties contain 236,650 
units. Nearly all of these 2,328 properties were financed under three 
specific HUD programs, two of which operated only between 1961 and 
1973. About Uiree-quarters of the mortgages are scheduled to mature in the 
last three years of the 10-year period. 

• Impacts on tenants depend in part on tenant protections available under 
program regulations and statutes, as well as on owners’ decisions about 
their properties. No statutory requirement exists to protect tenants from 
increases in rent when HUD mortgages mature, absent the existence of 
rental assistance contracts or other subsidies. Without tenant protection 
requirements, tenants in over 101,000 units that do not receive rental 
assistance may have to pay higher rents or move when the HUD mortgages 
on these properties mature and rent restrictions are lifted. Further, owners 
are not required to notify tenants when a property's mortgage is about to 
mature. In contrast, owners are required to notify tenants up to 1 year in 
ad\'ance of their intent to prepay mortgages or decline renewal of rental 
assistance contracts. Property owners’ decisions on whether they continue 
to serve low-income tenants after their HUD mortgages mature depend on 
many factors, such as neighborhood incomes, the condition of their 
properties, and owners’ missions. During the past 10 years, HUD-insured 
mortgages at 32 properties reached mortgage maturity, and the m^ority of 
these properties are still serving low-income tenants. 

• HUD does not offer any tool or incentive to keep properties affordable 
after HUD mortgages mature, although it does offer incentives to keep 
properties affordable under certair^ other circumstances, such as the 
expiration of rental assistance contracts or prepayment of HUD 
ntortgages. According to officials from the four national housing and 
community development organizations we contacted, because few HUD 
mortgages have matured to date, their member state and local agencies 
have not experienced the need to develop programs to deal with mortgage 
maturity specifically. They noted that their member agencies could offer 
tools and iiicentives, such as loans and grartts, to keep properties 
affordable after mortgage maturity. However, over 50 perc;ent of the state 
and local agencies that responded to our survey reported that they have no 
system in place to identify and track properties that may leave HUD’s 
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Background 


programs, and about three-quarters of them did not track the maturity 
dates of HUD mortgages.* 

Based on our findings, we recommended that HUD provide more widely 
available and useful information for state and local agencies to track 
subsidized propeiti^ that may leave HUD programs. 


Prior to Ihe eariy 1970s, the federal government provided affordable 
mtiltifamily housing for low- and moderate-income households by 
subsidizing the production of either privately owned housing or 
govemmenl-owned public housing. Under production programs, the 
subsidy is tied to the unit (project-based), and tenants benefit from 
reduced rents while living in the subsidized unit. HUD’s mortgage 
financing programs include: 

Section 202 EldeHy and Disabled Housing Direct Loan, which provided 
beiow-markel Interest rates on up to 40-year mortgages to developers of 
rental housing for low-income elderly and persons with disabilities from 
1959 to 1991. Congress changed Section 202 to a grant program in 1990. 

Section 221(d)(3) Below-Market Interest Rate (BMIR), which provided 
subsidized financing on private 40-year mortgages to developers of rental 
housing from 1961 to 19^. 

Section 236, which provided monthly subsidies to effectively reduce 
interest rates on private 40-year mortgages for rental housing from 1968 to 
1973. 

Sections 221(d)(3) and 221(d)(4), which insured private mortgages to 
developers of rental housing from 1961. 

Section 231, which insured private mortgages to developers of rental 
housing for the elderly from 1959. 

In order to reach lower-income tertants, a portion of the units in maity 
properties developed under these production programs were further 
subsidized by provision of rental assistance, under programs such as Rent 
Supplement, Rental Assistance Payments (RAP), and project-based 
Section 8. 


■^Additional details on the results of our survey tire available on the Internet at 
www.gao.gov/cgi-bin/geUpt? GAO-04-2USP. 


GAO-04-992T 



137 


In the early 1970s, questions about the production programs’ effectiveness 
led the Congress to explore options for using existing housing to shelter 
low-income tenants. The Hotising and Community Development Act of 
1974 included both approaches — a project-based new construction and 
substantial rehabilitation program and a tenant-based rent certificate 
program for use in existing housing (currently named the Housing Choice 
Voucher pro^am) — ^all referred to as Section 8 housing.^ Project-based 
and tenant-based Section 8 assistance is targeted to tenants with incomes 
no greater than 80 percent of area median income, and tenants generally 
pay rent equal to 30 percent of adjusted household income. The project- 
based Section 8 program also provides rental assistance to owners of 
properties that were not financed with HUD mortgages. 

Beginning in the late 1980s, owners of some subsidized properties began 
to be eligible to leave HUD programs by prepaying their mortgages or 
opting out of their project-based Section 8 rental assistance contracts. 
Once these owners removed their properties from HUD programs, they 
were no longer obligated to maintain low rents or accept rental assistance 
payments. In response, in 1996, Congress created a special type of 
voutdter, known as an enhanced voucher, to protect tenants from rent 
increases in these properties.* 

Not aU property owners repay mortgages as originally scheduled. For 
example, an owner may refinantre the mortgage to pay for improvements 
to the property. Other owners may expertence financial difficulties and 
default on their mortgages. From January 1993 through December 2002, 
HUD data show that the agency terminated the insurance on 231 
mortgages. About 14 percent were due to mortgages that matured; otlier 
reasons included owners’ mortgage prepayment (37 percent) and 
foreclosure (22 percent). 


^Funds provided by other federal prograras, such as HliD’s Community Development Block 
Grant and HOME programs, can be used by states and localities to subsidize housing for 
low-income tenants. Also, the Low-Income Hou.sing Tax Credit program provides tax 
incentives for private iiivestors to develop housing affordable to low-income tenants. 

'’Elnhanced vouchers differ from regulm" tenant-based housing vouchers in Uiat they (1) may 
provide a deafer subady (that is, may be used to rent more expensive units) and (2) give 
tenants a right to remain in their units after conversion to market rent. 
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About One-Fifth of 
hub’s Mortgages Are 
Scheduled to Mature 
through 2013 


Nadonwide, 21 percent of subsidized properties with HUD mortgages have 
mortgages th^ are scheduled to mature from 2003 through 2013, but the 
percentage vari^ significantly by state. Nearly all of these properties were 
financed under the Section 236, Section 221(d)(3) BMIR, and Section 
221(d)(3) programs. 


Scheduled Mortgage Of the 1 1,267 subsidized properties (containing 914,441 units) with HUD 

Maturities Through 2013 mortgages, 21 percent (2,328 properties containing 236,650 units) have 
Varv bv Year and Program mortgages that ^e scheduled to mature from 2003 through 2013. The 
remaining 79 percent of these mortgages (on over 8,900 properties) are 
scheduled to reach maturity outside of the 10-year period.® Additionally, 
the bulk of these mortgages (about 75 percent) are scheduled to mature in 
the latter three years of the 10-year period (see fig. 1). This concentration 
in the latter part, of the 10-year period is attributable to the 40-year Section 
221(d)(3) BMIR and Section 236 mortgages that HUD helped finance in the 
late 1960s and 1970s, respectively. 


Figure 1: HUD Mortgages Scheduled to Mature Annually through 2013 

Number of mortge^ea 
800 



Sou'c*' GAO of WD dais 


‘’Most of these mortgages were financed under the Section 202, Section 221(d)(4), and 
Section 236 programs. 
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As fable 1 shows, about 57 percent of the properties with mortgages 
scheduled to mabire in the lO-year period were financed under Section 
236, 22 percent under Section 22i(d)(3) BMIR, and 19 percent under 
Section 221(d)(3). Section 202, Section 221(d)(4), and Section 231 
accounted for only 3 percent of these properties. 


Table 1. Subsidized Properties with HUD Mortgages by Program Scheduled to Mature through 2013 


Financing program 

Number of 
properties 

Percentage of 
properties 

Total units 

Units assisted with 
project-based Section 8* 

HUD subsidized mortgage 

Section 236 

1,333 

57% 

139,769 

78,139 

Insured 

1,333 

57% 

139,769 

78.139 

Noninsured" 

0 

0% 

0 

0 

Section 221(d)(3) BMIR 

502 

' 22% 

56,573 

18,810 

Section 202 

41 

2% 

3.208 

871 

HUD unsubsidized mortgage 

Section 221(d)(3) 

431 

19% 

35,263 

34,711 

Section 221(d)(4) 

14 


1,239 

1,146 

Section 231 

7 


598 

410 

Noninsured rent supplement " ^ ^ 

Total 

2,328 

100% 

236,650 

134,087 


Source: OAO analysis oi HiXi oata 

'Also included are units thai receive RAP or Rent Supplement Project-based Section 8, however, is 
the dominant form of renlal assistance across all financing programs. The Section 8 Moderate 
Rehabilitation program is not included in this table because HUO's multifamiiy database does not 
track this program. 

°No mortgage was scheduled to mature in this period. 

'Less than 1 percent. 

"Since prci>erties with noninsured rent supplement do not carry a HUD mortgage, HUD does not track 
mortgage-level data on these properties. 
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Number of Mortgages Tiie number of mortgages scheduled to mature ttirough 2013 varies greatly 

Scheduled to Mature by state (see fig. 2). Although the average is 46 mortgages per state 

2013 Also Varies by State (including the District of (Columbia), the number ranges from a high of 273 

maturing mortgages in Califorrua to 3 in Vermont. 


Figure 2: Subsidized Properties with HUD Mortgages Scheduled to Mature through 2013, by State 



Note; The figure above includes 2.31 1 of the 2,328 properties In our analysis— excluded are 
prc^riies in territories of the United States, sixtt as Puerto Rico and Guam. 


The states also vary considerably in terms of the percentage of their 
respective HUD mortgages on subsidized properties that are scheduled t.o 
mature through 2013, ranging from 7 percent in Alabama to 53 percent in 
South Dakota. 
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Tenant Impacts 
Depend on 
Protections and 
Property Owners’ 
Decisions 


Over the next 10 ye^s, low-incotne tenants in over 101,000 unite may have 
to pay hi^er rents or move when HUD-subsidized mortgages reach 
maturity. This is because no statutory requirement exists to protect 
tenants from increases in rent when HUD mortgages mature and rent 
restrictions aie lifted. A number of factors may affect owners’ decisions 
regarding the continued affordability of their properties after mortgages 
mature, including neighborhood incomes, physical condition of the 
properly, and owners’ missions. 


HUD Does Not Offer 
Protection for Unassisted 
Tenants in Properties with 
Maturing Mortgages 


I'here is no statutory authority that requires HUD to offer tenants special 
protections, such as enhanced vouchers, when a HUD mortgage matures. 
However, tenants who receive rental assistance in properties with 
maturing mortgages would be eligible for enhanced vouchers under rental 
assistance programs, such as project-based Section 8. 


Of the 2,328 subsidized properties with mortgages scheduled to mature 
through 2013, 480 — containing 45,01 1 unite — do not have rental assistance 
contracts (see table 2). While the remaining 1,848 properties are 
subsidized with rental assistance, not all unite within the properties are 
covered. According to HUD data, about 30 percent of the units in these 
properties are not covered— a total of 57,552 unite with hmants who do 
not receive rental assistance. Altogether, the tenants in a total of 102,563 
unite are not protected under tlte rental assistance programs. Of these, 
101.730 units — most of them in properties with mortgages under the 
Section 221(d)(3) BMIR and Section 236 programs — could face higher 
rente after mortgage maturity when tlie rent restrictions under these 
programs are lifted. 
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Table 2. Subsidized Properties with HUD Mortgages Scheduled to Mature through 
2013, by Rental Assistance Program 

Number of properties 



Rental assistance program* 



Financing program 

None 

Project-based 
Section 8 

Rent 

Supplement Other” 

Total 

HUD subsidized mortgage 

Section 236 

166 

1.123 

40 

4 

1,333 

Insured 

166 

1.123 

40 

4 

1,333 

Noninsurerf 

0 

0 

0 

0 

0 

Section 221(d)(3) 

BMIR 

294 

206 

2 

0 

502 

Section 202 

20 

4 

5 

2 

41 

HUD unsubsidized mortgage 

Section 221(d)(3) 

0 

403 

27 

0 

431 

Section 221(d)(4) 

0 

14 

0 

0 

14 

Section 231 

0 

6 

1 

0 

7 

Noninsured rent 

supplement ° d a c 

Total 

480 

1,766 

76 

6 

2,328 

Percent of total 

21% 

76% 

3% 

<1% 

100% 


SOMce. GAO >naly$« oi HUO Mia 

Note: Percentages may not add due to rounding. 

Tfie Section 8 Moderate Rehabilitation program is not included In this table because HUD's 
muililamily database does not track this program. 

“Includes contracts for service coordinators, 

‘No mortgage was scheduled to mature in this period. 

‘Since properties with noninsured rent supplement do not carry a HUD mortgage. HUD does not track 
mortgage-level data on these properties. 

According to a HUD study, tenants in properties with mortgages under the 
Section 221(d)(3) BMIR and Section 236 programs have an average 
household income somewhat greater titan that for tenants who receive 
rental assistance; thus, they may be somewhat more able to afford higher 
rents. Properties financed under the Section 221(d)(3) BMIR program 
allow tenants with incomes of up to 95 percent of area median income; in 
comparison, project-based Section 8 does not serve tenants earning more 
than 80 percent of area median income. 
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Tenants in units covered by a rental assistance program — there are about 
1^,087 such units in the properties with HUD mortgages scheduled to 
mature through 2013 — ^will continue to benefit from affordable rents, 
regardless of when the mortgage matures, as long as the rental assistance 
contract is in force. When long-term rental assistance contracts expire, 
HUD may renew them. Currently, HUD generally renews expiring long- 
term contracts on an annual basis but may go as long as 5 years, and in 
some cases, 20 years. According to HUD, during the late 1990s, about 90 
percent of the property owners renewed their contracts, thereby 
continuing to provide affordable housing. The extent to which the trend 
continues will depend on the availability of program funding and housing 
market conditions. If a rental assistance contract expires prior to 
mortgage maturity and the owner opts not to renew it, assisted tenants 
would be eli^ble for enhanced vouchers. 

Tenants could potentially be affected by the length of time given to them 
to acyust to rent increases as well as by the amount of the increase. 
Property owners are not required to notify tenants when they pay off their 
mortgage at mortgage maturity. In contrast, property owners electing to 
opt out of the Section 8 project-based program must notiiy tenants 1 year 
in advance of the contract expiration. Owners electing to prepay their 
mortgages under the Section 236 or Section 221(d)(3) BMIR programs 
must notify tenants at least 150, but not more than 270, days prior to 
prepayment. 


A Number of Factors Many factors could influence an owner’s decision to keep a property in the 

Influence An Owner’s eiffordable inventory or convert to jnarket rate rents upon ntortgage 

Decision to Keen a maturity. For a profit-motivated owner, the decision may be influenced by 

Property Affordable Upon 'k" "’“"’h" ““f"? 

. . ^ TVJ f V neighborhood. If the property can be upgraded at a reasonable cost, It may 

Mortgage Maturity ^ more profitable to turn the building into condominiums or rental units 

for higher income tenants. If repair costs are substantial or if high-income 
residents are not present in the surrounding area, it may be more 
profitable to leave the property in the affordable inventory. Tools and 
incentives offered by stale and local agencies may also influence this 
decision. In addition, because most of these owners have had the right to 
prepay their mortg^es and opt out of their Section 8 contracts for a 
number of years, the economic factors that drive a decision to convert to 
market rate are not unique to mortgage maturity. 

HUD data show that nonprofit organizations own about 38 percent of the 
properties with mortgages scheduled to mature in the next 10 years. For a 
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nonprofit owner, the decision would likely be motivated by cash flow 
considerations since, in theory, cliese owners are not primarily motivated 
by economic returns. Since mortgage maturity results in an improvement 
in property cash flow, reaching mortgage maturity by itself would not 
necessarily trigger removal from tlie affordable inventory. For example, 
the property manager at one of the 16 properties (nonprofit ownership) 
wh<^e mortgage matured in the past 10 years and who does not currently 
have project-based Section 8 assistance told us that no longer having to 
pay the mortg^e left money for repairs needed to keep the units 
affordable for their low-income senior tenants. Additionally, a nonprofit 
organization woidd be more likely to keep the property affordable to low- 
income tenants because to do otherwise could conflict with its basic 
mission of providing affordable housing. 

Another factor is the loss of the interest rate subsidy that occurs when the 
mortgage matures. When inters rate subsidies were first paid to 
properties built in the 1960s and 1970s, they represented substantial 
assistance to property owners. Over time, inflation has reduced the value 
of this subsidy. For example, the average interest rate subsidy payment for 
a Section 236 property with a mortgage maturing in the next 10 years is 
$66 per unit per month. Price levels have roughly quadrupled since 1970, 
so to have the sante purchasing power would require about $260 in today’s 
dollars. Section 8 and similar project-based rent^ assistance now provide 
the bulk of the assistance to these subsidized properties — 75 percent of 
tlie assistance versus about 25 percent that derives from the Section 236 
interest-rate subsidy. FXirlhermore, inflation will continue to erode the 
value of the interest-rate subsidy until mort gage maturity, while the rental 
assistance subsidy is acyusted anntially to account for increases in 
operating costs. 


Most Properties with HUD 
Mortgages That Reached 
Maturity Offer Rents 
Affordable to Low-Income 
Tenants 


Our review of HUD’s data showed that flUD-insured mortgages at 32 
properties matured between January 1, 1993, and December 31, 2002. 
Sixteen of the 32 properties are still serving low-income tenants tlirough 
project-based Section 8 rental assistance contracts. For 13 of these 16 
properties, the rental assistance covers 100 percent of the units (799 
assisted units), and for the remaining three properties it covers 54 percent 
of the units (174 assisted units). 
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Using HUD’s jirchived for inactive properties, we were able to obtain 
rertt information for 10 of the remaining 16 properties.' We found that all 
10 (none of which have project-based rental assistance contracts) are 
offering rents that are affordable to tenants with incomes below 50 
percent of area median income.® Because of the variety of factors that can 
influence owners’ decisions, however, these properties are not necessarily 
indicative of what will happen to other properties as their HUD mortgages 
mature. 

Various property managers we contacted also provided information about 
their efforts to keep their properties affordable. For example, a senior 
complex (nonprofit ownership) continues to generally charge residents 
about 30 percent of their income for rent as they did when they were in 
HUD’s subsidized portfolio. According to the property manager of two of 
the properties (for-profit owneiship), he unsuccessfully sought incentives 
from HUD in 2002 to keep the properties in the inventory when the 
mortgages reached maturity and both properties left HUD’s multifamily 
portfolio. However, both properties are accepting tenant-based vouchers 
and the rents in both properties are affordable to very low-income tenants. 


Tools and Incentives 
Are Available to Help 
Keep Properties 
Affordable, but Are 
Not Specifically 
Designed to Deal with 
HUD Mortgage 
Maturity 


HUD does not offer any tools or incentives to keep properties affordable 
after HUD mortgages mature, although it does offer incentives to maintain 
affordability for properties that also have expiring rental assistance 
contracts. According to officials from the four national housing and 
community development organizations we contacted, because few HUD 
mortgages have matured to date, their member state and local agencies 
have not experienced the need to develop programs to deal with mortgage 
maturity. They noted that their member agencies could offer tools and 
incentives, such as loans and grants, which might be used by owners to 
keep properties affordable after n^origage maturity. However, about three- 
quarters of the state and local agencies that responded to our survey 
reported that they do not track the maturity dates on HUD mortgages, and 


'Of the remaining six properties, we did not include two because they are skilled nursing 
facilities and do not chaise traditional rents. We could not obtain information on the others 
because there was insufficient contact information in HUD’s archived database witli which 
to locate current owners or managers, or the ovniers or managers were unwilling to 
provide us with information. 

®Rent is generally considered affordable if it does not exceed 30 percent of tenant’s gross 
income. 
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none provided examples of tools or incentives used to keep units 
affordable after mortgage maturity.® 


HUD Does Not Offer 
Incentives to Keep 
Properties Affordable after 
Mortgage Maturity 


During tbe 1990s, HUD established incentive programs to deal with tite 
loss of affordable units because owners were prepaying their mortgages 
and opting out of their Section 8 contracts, but these incentives do not 
directly address the termination of the affordability requiren\en^ resulting 
from mort^^e maturity. Rather, they can extend, under certain 
circumstances, the affordability period beyond the original term of the 
mortgage or allow property owners to be better positioned financially to 
continue providing affordable housing. 


State and Local Agencies 
Identified Tools and 
Incentives to Preserve 
Affordable Housing, but 
Not Specifically for 
Covering Mortgage 
Maturity 


The state attd local agencies we surveyed identified 18 different tools and 
incentives used to preserve affordable housing. Of the 18, 6 were funded 
directly by the federal government, while 12 were administered by state 
and local governments and not directly federally funded. However, there 
was no evidence that tl>ey have been used to protect properties when HUD 
mortgages mature. This may be because relatively few mortgages have 
matured to date. 

State and local tools and incentives include housing trust funds used to 
make loans and grants, financial assistance to nonprofit organizations to 
aid them in acquiring HUD-subsidized properties, and property tax relief to 
owners of HUD-subsidized properties. These state and local agencies 
identified several incentives that they believe are the most effective in 
preserving the affordability of housing for low -income tenants. For 
example, over 60 percent of the 62 stale agencies that responded identified 
the 4-percent tax credit and HOME programs as effective means for 
preserving the affordability of HUD-subsidized properties. Of the 76 local 
agencies that responded, over 70 percent identified HOME as effective and 
over 60 percent identified CDBG as effective, 


®The detailed resultsof our survey (GAO-(W-2i ISP) are available on our website, at 
www.gao.gov/c^bin/getnJt?GAO-04-2I ISP. 


Page ta 


GAO-04-992T 



147 


Fewer Than Half of State 
and Local Agencies 
Identify and Track 
Properties That May Leave 
HUD Programs 


Over 50 percent of the survey respondents reported that they have no 
system in place to identify and track properties in their states or localities 
that could leave HUD’s subsidized housing programs. Further, about three- 
quarters reported that they do not track the maturity dates of HUD 
mortgages. Several respondents lo our survey noted that it would be 
helpful to them if HUD could provide information about properties that 
might leave HUD’s programs. 


Of the 1G2 agencies that indicated they identified and tracked properties, 
56 (55 percent) said that they monitored the scheduled maturity dates of 
HUD mortgages on local properties (see fig. 3). More agencies (82 or 80 
percent) reported that they Identified and tracked properties that might 
opt out of HUD project-based rental assistance contracts. 


Figure 3: State and Local Agencies’ Efforts to Identify and Track Properties That May Leave HUD Programs 

Does your agency identify and track For which circumstances does your agency track 

when properties are eligible to leave when properties are eligible to leave HUD's housing programs? 

HUD'S housing programs? 



Note: 'Extended use expiration' refers to (he expiration of the use-agreement period, when owners 
must continue to keep their tax credit properties affordable to low-income tenants after ttte initial 15- 
year affordability period required by the Internal Revenue Code has ended. The length of this 
extended period of allotdabiliiy is 15 years or more, depending on individual state requirements. 


HUD officials noted tha(; they make property-level information available to 
tlie public on HUD’s multifamily housing Web site. This Web site contains 
detailed property-level data on active HUD-insured mortgages and 
expiring rental assistance contracts. However, according to our survey, 
some state and local agencies perceive that the information is not readily 
available. One problem may be that these data are in a format that may not 
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be sufficiently “user-friendly” for these agencies. The data must be 
accessed using database software, which requires users to be proficient in 
t hese types of software. 

HUD officials agreed th^ the agency could provide more “user friendly” 
information because the date are not as accessible to state and local 
agenda as they could be. They also noted that these agencies could 
benefit from a “watch list” that identifies properties that may leave HUD 
subsidy programs in tiieir jurisdictions, such as upon mortgage maturity, 
especially if such data were updated annually and readily available online 
so tliat agencies would have the information needed to prioritize and fund 
efforts to preserve low-income housing in their jurisdictions. 

While awareness of tlie potential for a HUD mortgage to mature or rental 
assistance to end does not guarantee that state or local agencies will take 
action to preserve the assisted units’ affortlability to low-income tenants, 
such knowledge could better position state and local agencies to use 
available tools and incentives. Accordingly, we recommended that HUD 
take steps to pro\ade more widely available and useful information. Using 
HUD’s data that w’e obtained to respond to your request, we also 
developed a prototype searchable database, available in CD-ROM format, 
showing property-level data for each of IIUD’s subsidized rental properties 
scheduled to mature in the next 10 years.'® 

Mr. Chairman, titis concludes my prepared statement, I would be happy to 
answer any questions at, this time. 


and further information on this testimony, please contact David G. Wood 

“ ^ ^ miu ^202) 512-8678, or Andy Rnke! at (202) 512-6765. Individuals making key 

Acknowledgements contributions to tliis testimony included Mark Egger, Daniel Garcia-Diaz, 
Rich LaMore, and John McGrjul. 


"Tills CD-ROM is available as a special GAO product (GAO-04-210SP) and may be ordered 
via ihe Iniemet at www.gao.gov/cgj-bin/ordtab.pl. 
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GAO’s Mission 

The Government Accountability Office, the audit, evaluation and 
investigative aim of Congress, exists to support, Congress in meeting its 
constitutional responsibilities and to help improve the performance and 
accountability of the federal government for the American people. GAO 
examine the use of public funds; evaluates federal programs and policies; 
and provides analyse, recommendations, and other assistance to help 
Congress make iirfonned oversight, policy, and funding decisions. GAO’s 
commitment to good government is reflected in its core values of 
accountability, integrity, and reliability. 
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is throu^ GAO’s Web site (www.gao.gov). Each weekday, GAO posts 
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have GAO e-mail you a list of newly posted products every afternoon, go to 
www.gao.gov and select “Subscribe to Updates." 

Order by Mail or Phone 

The first copy of each printed report is free. Additional copies are $2 each. 

A check or money order should be made out to the Superintendent of 
Documents. GAO also accepts VISA and Mastercard. Orders for 100 or 
more copies mailed to a single address are discounted 25 percent. Orders 
should be sent to: 


U.S. Government Accountability Office 

44 1 G Street NW, Room LM 

Washington, D.C. 20548 


To order by Phone: Voice: (202) 512-6000 

TDD: (202) 512-2537 
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Highlights 

Higniights of GAO-04'20, a report to 
ttis Committee on. Financial Services,. 
House of Representatives 


I January 2004 


MULTIFAMILY HOUSING 

More Accessible HUD Data Could Help 
Efforts to Preserve Housing for Low- 
Income Tenants 


Why G AO Did This Study 

The Department of Housing and 
Urban Development (HUD) has 
subsidized the development of over 
23.000 properaes by offering • 
owners favorableTong-teim 
mortgage financmg or rental 
assistance payments in exchange 
for owners’ commitment to house 
low-income tenants. When owners 
pay off mortgages — the mortgages 
“mature” — the subsidized financing 
ends, raising the possibility of rent 
increases. GAO was asked to 
determine the number of HUD 
mortgages that are scheduled to- 
maUire in the- n^TO years, the 
potential impacton. tenants, and 
what. HUB and others- can do tor- 
keep these- prop'e^es affordable. 


What GAO Recommends 


To help state and local housing 
agencies track properties with 
maturing mortgages;, we. . 
recommend that the Secretary of 
HUD solicit the views of state and 
local housing agencies to ■ . .. 
determine what information cini . . 
HUD-subsidized properties, is- . 
needed and the most effective " 
format to convey this information. 

GAO provided a draft of thiSEeport 
to. HUD forcomment-. HUDagreed 
with Che report'seonclusidns-and 
recommendations. 


www.gao,gDv/cgi-bin/gettDt?GAO-04-20. 

To view the full product, indudin^ttie scope 
and methodofogy. click- on: the link above . 

To view- she survey results. (GAO'-QA-StTSP);, 
click on ihe following link www;gao-.g.ov/cgt- 
Din/getrpt-?GAO-04-2.1'i.SP'., Taplaceart order 
: fora copyof the CD-ROM (G-Aa-CA-2T.aSPlc,- - 
with: property-level: data, cHck.ortltte folfowing 
fink -yvww.gao.gov/cgi-bm/ordtatripf. 

For more information, contact DavtdiG. Wood 
at (202) 512-3678 or WoodD@gao:gov. 


What GAO Found 

Nationwide, the HUD mortgages on 2,328 properties — 2 1 percent of the 
11,267 subsidized properties with HUD mortgages — are scheduled to mature 
in the next 10 years, btit among states this percentage varies significantly: 
from 7 percent in Alabama, to 53 percent in South Dakota. About three- 
quarters of these mortgages are scheduled to mature in the last 3 years of the 
10-year period. A CD-ROM (G.AO-04-2 lOSP) that accompanie.s this report 
provides property-level data for subsidized properties with mortgages 
scheduled to mature. 

Impacts on tenants depend on tenant protections available under program 
statutes and regulations, as weQ as on property owners' decisions about 
their properties. Wbile about 134,000. or 57 percent, of the rental units in the 
2,328 properties are protected by rental assistance contracts, tenants in over 
101,000 uruts without rental assistance are at risk of pacing higher rents after 
mortg^e maturity because no requirement exists to protect tenants when 
HUD mortgages mature. Absent specific requirements, property owners’ 
decisions on whether to continue serving low-income tenants after their 
HUD mortgages mature depend on many factors, including neighborhood 
incomes, property conditions, and owners' missions. Of the 32 properties 
with HUD mortgages chat matured during the past 10 years, 16 have rental 
assistance contracts that continue to subsidize at least some units, and 10 of 
the remaining 16 that GAO was able to contact offer rents that are affordable 
CO tenants with incomes below 50 percent of area median income. 

HUD does not offer incentives to owners to keep properties affordable upon 
mortgage maturity. While many state and local agencies GAO surveyed offer 
incentives to preserve affordable housing, they have not directed them 
specifically at properties where HUD mortgages mature. Most of Che 
agencies do not track HUD mortgage maturity dates for subsidized 
properties. In addition, although HUD’s Web site contains detailed 
property-level data, some state and local agencies perceive that the 
information is not readily available. 


State and Local Agencies' Efforts to Identify and Track Properties that May Leave HUD 
Programs 


Does yOur as«ncy id^nlify 
snd ir»ck wtien properties 
Are eligible lo leave HUO's 
houaing programs? 


For which circumatances apes your 
agency ireck wnen properUes are eligible 
to leave HUD'S hiiusing programs? 
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GAO 


United States General Accounting Office 
Washington, D.C. 20548 


January 23, 2004 

The Honorable Michael G. Oxley 
Chairman 

The Honorable Barney Frank 
Ranking Minority Member 
Committee on Financial Services 
House of Representatives 

Since the 1950s, the Department of Housing and Urban Development 
(HUD) has subsidized about 1.7 million rental units in over 23,000 privately 
owned properties that are generally affordable to low-income tenants— 
those with incomes 80 percent or less of area median income. HL^D 
supported the development of affordable housing by offering property 
owners favorable mortgage financing, long-term rental assistance 
contracts, or both in exchange for owners’ commitment to house low- 
income tenants for at least 20 years and, in some cases, up to 40 years. 
However, many of these commitment periods will be completed in the next 
10 years. Properties subsidized under these HUD programs represent a 
significant source of housing that is currently affordable to low-income 
households. 

HUD programs that provide mortgage financing in subsidized properties to 
private developers are known by the section of the act that authorized 
them.' We consider a property subsidized if HUD provided favorable 
financing (below-markei interest race mortgages), rental assistance, or 
both. They include the foEowing programs: 

• Section 202 Elderly and Disabled Housing Direct Loan, which 
provided below-market interest rates on up to 40-year mortgages to 
developers of rental housing for low-income elderly and persons with 
disabilities from 1959 to 1991.^ Congress changed Section 202 to a grant 
program in 1990; 


' We reler to mortgages made under these programs simply as “HUD mortgages." 

’The start year for Uve mortgt^e financing programs reflects d\e year of authorizaaon and 
not necessarily the year when the programs became operaQonai. 
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• Section 221(d)(3) Below-Market Interest Rate (BMIR), which provided 
subsidized financing on private 40-year mortgages to developers of 
rental housing from 1961 to 1968; 

• Section 236, which provided monthly subsidies to effectively reduce 
interest rates on private 40-year mortgages for rental housing from 1968 
to 1973; 

• SectioTis 221(d)(3) and 221(d)(4), which insured private mortgages to 
developers of rental housing from 1961; and 

• Section 231, which insured private mortgages to developers of rental 
housing for the elderly from 1959. 

Frequently, properties that benefited from ffUD mortgages were coupled 
with long-term rental assistance provided under various programs, such as 
project-based Section 3, Rent Supplement, and Rental .Assistance Payment 
(RAP) programs. (The project-based Section 8 program also provides 
rental assistance to owners of properties that were not financed with HUD 
mortgages.) Rental subsidy was also provided through the Section 8 
Moderate Rehabilitation program, which is administered by local housing 
authorities and tied to rehabilitated units. Rental assistance programs 
basically pay property owners a portion of the monthly rents for units 
occupied by assisted low-income tenants. Subsidized financing, rental 
assistance, or a combination of both allows property owners the 
opportunity to earn financial returns while limiting the rents paid by low- 
income tenants to a fixed percentage of their household incomes. 

Both mortgages and rental assistance contracts are for set periods of time, 
and subject to specific pro^am provisions, properties become eligible to 
leave HUD programs when mortgages mature or when HU^D or owners 
elect not to renew expiring rental assistance contracts. HUD mortgages 
subsidized under Section 202, Section 22i(d)(3) BMIR, and Section 236 
restrict how much rent an owner can charge. These restrictions are 
generally effective until the mortgage is paid off. Mortgages financed under 
Section 221(d)(3), Section 221(d)(4), and Section 231 do not have similar 
requirements. In addition, certain properties are eligible to leave HUD 
programs by paying off the mortgage prior to the maturity date. 

As agreed with your offices, this report provides information on (1) the 
numbers and selected characteristics of HUT)-subsidi 2 ed rental properties 
scheduled to reach mortgage maturity over the next 10 years; (2) the 
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potential impact on tenants when mortgages reach maturity: and (3) the 
tools and incentives that HUD, the states, and localities offer owners to 
keep HUD properties affordable when mortgages mature. The 10 questions 
contciined in your December 10, 2002, letter and summary answers are 
presented in appendix E. 

To addre^ these objectives, we analyzed HUD databases, including the 
Real Estate Management System (as of April 2003), to identify the 
characteristics of those properties with mortgages that have already 
reached maturity as well as those scheduled to reach maturity by 
December 31, 2013.^ We also interviewed HUD and housing industry 
officials and reviewed literature on the preservation of low-income 
housing. Because nationwide data on tools and mcentives that can be used 
to preserve affordable housing do not exist, we used a W'eb-based 
questionnaire to survey 327 state and local housing and community 
development agencies to determine what tools and incentives they use to 
keep HUD-subsidized properties affordable to low-income tenants and 
which of the tools and incentives they believed to be effective. We received 
226 usable responses, for a response rate of 69 percent, We reviewed 
statutes and regulations, interviewed HUD officials, and obtained relevant 
documents to identify tenants' protections when mortgages mature in 
subsidized properties. Additional details on our scope and methodology, 
including information on our survey design and participants, are discussed 
in appendix I. We performed our work from January through November 
2003 in accordance with generally accepted government auditing 
standards. 


R6SUltS in Brisf Nationwide. 21 percent (2,323) of the 11,267 subsidized properties with 

HUD mortgages are scheduled to reach mortgage maturity through 2013 
(see fig. 1), but among states this percentage varies significantly; from 7 
percent in Alabama, to 53 percent in South Dakota. Nearly all of these 2,328 
properties were financed under the Section 236, Section 221(d)(3) BMIR. 
and Section 221(d)(3) programs, and about three-quarters of these 
mortgages are scheduled to mature in the last 3 years of the 10-year period. 


■To have 10 full years of drua. oiir anai^is covered che period from April 15, 2006, through 
December 31, 2013. 
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Figure 1: Universe of Subsidized Properties, 2003 

Subsidized properties Units in subsidized properties 


properties (in tliousands) 
25 

23.IKt 


All Subsidized 

subsidized properties 

properties with HUO 

mortga9es 


Subsidized 
properties with 
HUO mortgages 
scheduied 
to msbjre 
through 2013 


Source. SAC analysis at HUO <tai». 


Units (in millions) 



Units in all Units in 
subsidized subsidized 

properties properties 

with HUD 
mortgages 


0.237 


Units In 
subsidized 
properties with 
HUD mortgages 
scheduied 
to mature 
through 2013 


Impacts on tenants depend in pan on tenant protections available under 
program statutes and regulations, as well as on owners' decisions about 
their properties. No statutory requirement exists to protect tenants from 
increases in rent when HUD mortgages mature, absent the existence of 
rental assistance contracts or other subsidies. Without tenant protection 
requirements, tenants in over 101,000 units under the Section 202, Section 
221(d)(3) BMIR, and Section 236 programs that do not receive rental 
assistance may have to pay higher rents or move to other housing when the 
HUD mortgages on these properties mature and rent restrictions are lifted. 
Further, owners are not required to notify tenants when a property’s 
mortgage is about to mature. In contrast, owners are required to notify 
tenants by up to i year in advance of their intent to prepay mortgages or 
opt out of the rental assistance contracts. Property owners’ decisions on 
whether they continue to serve low-income tenants after their HUD 
mortgages mature depend on many factors, such as neighborhood incomes, 


Page 4 


GAO-04-20 Information on HUD Mortgage Maturity 




158 


ihe condition of their properties, and owners' missions. During the past 10 
years, HUD-insured mortgages at 32 properties reached mortgage maturity, 
and the majority of these properties are still serving low-income tenants. 

HUD does not offer any tool or incentive to keep properties affordable after 
HUD mortgages mature, although it does offer incentives to keep 
properties affordable under certain other circumstances, such as the 
expiration of rental a^istance contracts or prepayment of HUD mortgages. 
According to officials from the four national housing and community 
development organizations we contacted, because few HUD mortgages 
have matured to date, their member state and local agencies have n<it 
experienced the need to develop programs to deal with mortgage maturity 
specifically.'* However, they noted that their member agencies could offer 
tools and incentives, such as loans and grants, to keep properties 
affordable after mortgage maturity. Yet, over 50 percent of the state and 
local agencies that responded to our survey reported that they have no 
system in place to identify and track properties that may leave HUD’s 
progiums, and about three-quarters of them did not track the maturity 
dates of HUD mortgages.® 

This report contains recommendations to the Secretary of HUD intended to 
help state and local housing agencies gain access to useful information on 
HUD'Subsidized properties, including mortgage maturity dates. 


Background 


Prior to the early 1970s, the federal government provided affordable 
multifamily housing to low- and moderate-income households by 
subsidizing the production of either privately owned housing or 
goverrunent-owned public housing. Under the production programs, the 
subsidy is tied to the unit (project-based), and tenants benefit from reduced 
rents while li'ving in the subsidized unit. These programs include Section 


The organizations include the Njuaonal Council of St^e Housing Agencies (NCSHA), which 
represents state housing finance t^encies; the Council of State Communicy Development 
^encies (COSCDA). which represents state housing and community development 
agendes; the National Community Development Association (NCDA), which represents 
local communities that administer federally supported programs such as Community 
Development Block Grant (CDBG) and HOME; and the National Association of Local 
Housing Finance Agencies (MALHF.A), which represents local housing finance ageircies. 

^Additional details on the results of our survey are available on the Internet at 
www.gao.gov/cgi-bin/geErpc? GAO04-211SR 
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202, Section 221(d)(3) BMIR, and Section 236. A portion of the units in 
properties developed under these production programs received rental 
assistance under programs such as Rent Supplement, Rental Assistance 
Pajments (RAP), and project-based Section 8 in order to reach lower- 
income tenants.* 

In the early 1970s, questions were raised about the production programs' 
effectiveness: many moderate-income tenants benefited from federal 
assistance, while lower-income families did not; federal costs of producing 
housing exceeded the private-sector costs to produce the same services; 
and allegations of waste surfaced.^ Interest in a more cost-effective 
approach led Congress to explore options for using existing housing to 
shelter low-income tenants. The Housing and Community Development Act 
of 1974, a major overhaul of housing laws, included both approaches — a 
project-based new construction and substantial rehabilitation program and 
a tenant-based rent certificate program for use in existing housing 
(currently named the Housing Choice Voucher program) — all referred to as 
Section 8 housing. Project-based and tenant-based Section 8 assistance is 
targeted to tenants with incomes no greater than 80 percent of area median 
income, and tenants generally pay rent equal to 30 percent of adjusted 
household income. 

Beginning in the late 1980s, owners of some subsidized properties began to 
be eligible to leave HUD programs by prepaying their mortgages or opting 
out of their project-based Section 8 rental assistance contracts. Once these 
owners removed their properties from HUD programs, they were no longer 
obligated to maintain low rents or accept rental assistance payments. In 
response, in 1996, among ocher things, Congress created a special type of 
voucher, known as an enhanced voucher, to protect tenants from rent 
increases in these properties. Enhanced vouchers differ from regular 
tenant-based housing vouchers in two ways. Enhanced vouchers may 
provide a greater subsidy (that is, be used to rent more expensive units) 
and give tenants a right to remain in their unit after conversion to market 
rent, thus creating an obligation for the owner to accept the voucher. So 
long as the rent remains reasonable, the tenant’s portion of the rent should 


‘HUD has converted most of the onginal Rent Supplement and RaP contracts to the project- 
based Section 8 program. 

■ For example, see U.S. Department of Housing and Urban Development, Housing in the 
Seventies: .4 Report of the National Housing Policy Review (Washington. D.C.: 1974). 
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not increase.^ If the tenant elects to move, the voucher becomes a “regular’’ 
housing voucher and is subject to the program’s standard rent limits. 

Not all property owners repay mortgages as originally scheduled. For 
example, an owner may refinance the mortgage to pay for improvements to 
the property. Odier owners may experience financial difficulties and 
default on their mortgages. From January 1993 through December 2002, for 
example, HUB data show that the agency terminated the insurance on 231 
mortg^es. About 14 percent were due to mortgages that matured; other 
reasons included owners' prepayment of the mortgage (37 percent) and 
foreclosure (22 percent). 

Funds provided by other federal programs can be used by states and 
localities to subsidize housing for low-income tenants. The CDBG program, 
authorized by the Housing and Community Development Act of 1974, 
distributes grants to local and state governments for coinraunity 
development activities. Reh^iiitadon and other housing activities now 
consistently represent the largest single use of CDBG funds. Other funds 
for housing production have been made available through the HOME 
program, authorized by the Cranston-Gonzalez National Affordable 
Housing Act of 1990, which awards block grants to state and local 
governments primarily for the development of affordable housing. Under 
the Low-Income Housing Tax Credit Program, authorized by the Tax 
Reform Act of 1986, state housing finance agencies provide tax incentives 
to private investors to develop housing affordable to low-income tenants. 

In addition to using their HOME and CDBG allocations as well as tax 
credits, some states and localities have established housing trust funds and 
other financial mechanisms, which have helped organizations acquire 
subsidized properties chat may leave HUD’s programs. Further, the states 
and localities may use other tools and incentives, such as offering property 
tax relief, to encourage owners to keep serving low-income tenants. 


^ere are instances where tenants could encounter problems with the Issuance and use of 
enhrmced vouchers. These include (1) tenants having to pay a higher security deposit. (2) 
tenants undergoing a rescreening for voucher eligibility under new selection critena — 
thereby disqualifying some tenants who previously received project-based subsidies, and (3) 
owners electing not to rent the unit. 
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About One-Fifth of 
HUD’s Mortgages Are 
Scheduled to Mature 
through 2013 


Nationwide, 21 percent (2,328) of the 11,267 subsidized properties with 
HUD mortgages are scheduled to mature through 2013. The percentage 
varies significantly by state: from 7 percent in Alabama, to 53 percent in 
South Dakota. Nearly ail of these 2,328 properties were financed under the 
Section 236, Section 221(d)(3) BMIR, and Section 221(d)(3) programs, and 
about three-qu^ters of these mortgages are scheduled to mature in the last 
3 years of the 10-year period. The remaining 79 percent of HUD’s 
outstanding mortgages in subsidized properties are scheduled to niature 
after 2013. 


Scheduled Mortgage Of the U,267 subsidized properties (containing 914,441 units) with HUD 

Maturities through 2013 mortgages, 21 percent (2,328 properties) have mortgages that are 

Varv bv Year and Pro<^ram scheduled to mature through 2013. The remaining 79 percent of these 

" ^ ® mortgages are scheduled to reach maturity outside of the iO-year period. 

Additionally, the bulk of these mortgages (about 75 percent) are scheduled 
to mature in the latter 3 years of the 10-year period (see fig. 2). This 
concentration in the latter part of the 10-year period is attributable to the 
40-year Section 221(d)(3) BMIR and Section 236 mortgages that HUD 
helped finance in the late 1960s and 1970s, respectively. 
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Figure 2: HUD Mortgages Scheduled to Mature Annuaiiy through 2013 

Numbef of mortgages 
800 



Sou>e». GAO analysis a> HUC oaia. 


As table 1 shows, about 57 percent of the properties with mortgages 
scheduled to mature in the I0*year period were financed under Section 236, 
22 percent under Section 22 1(d)(3) BMIR, and 19 percent under Section 
221(d)(3). Section 202, Section 221(d)(4), and Section 231 accounted for 
only 3 percent of these properties. 


Table 1: Subsidized Properties with HDD Mortgages by Program Scheduled to 
Mature through 2013 


Units assisted with 


Financing program 

Number of 
properties 

Percentage 
of properties 

Total 

units 

project'based 
Section 8‘ 

HUD subsidized mortgage 

Section 236 

1,333 

57% 

139,769 

78,139 

Insured 

1.333 

57% 

139,769 

78,139 

Noninsured® 

0 

0% 

0 

0 

Section 221(d)(3) BMIR 

502 

22% 

56,573 

18.310 

Section 202 

41 

2% 

3.208 

871 
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(Con^'nued From Previous Page) 


Financing program 

Number of 
properties 

Percentage 
of properties 

Total 

units 

Units assisted with 
project'based 
Section 8 “ 

HUD unsubsidized mortgage 

Section 221(d)(3) 

431 

19% 

35,263 

34,711 

Section 221(d)(4) 

14 


1,239 

1,146 

Section 23i 

7 


598 

410 

Nonmsured rent 3 a 3 

supplement 

Total 

2.328 

100 % 

236,650 

134,087 


Souice: angsts ai r^O csia. 

'Also included ^ urtts that receive RAP or Rent Suppiement. Project-based Section 8, bcwever, is 
the dominant form of rented assistance across all financing programs. The Section 8 Moderate 
Rehabilitation program is not included m this table because HUD's rnuitilamily database does not track 
this program. 

“No mortgage was scheduled to mature in this period. 

“Less than l percent. 

*Sinc8 properUes with noninsured rent subplemenl do not carry a HUD mortgage, HUD does not track 
mortgage-level data on these properties. 


Number of Mortgages 
Scheduled to Mature 
through 2013 Also Varies by 
State 


The number of mortgages scheduled to mature through 2013 varies greatly 
by state (see fig. 3). Although the average is 46 per state (including the 
District of Columbia), the number ranges from a high of 273 maturing 
mortgages in California, to 3 in Vermont. 
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Figure 3: Subsidized Properties with HUD Mortgages Scheduled to Mature through 2013, by State 



Note; The map shown here irciudes 2.31 1 of the 2.328 propenies in our analysis — excluded are 
properties in lemtories of the United States, such as Puerto Rico and Guam, 

Further, while 21 percent of HUD mortgages on subsidized properties 
nationwide are scheduled to mature through 2013, individual states have 
significantly different shares of these mortgages. Figure 4 shows the 
proportion of each state’s inventory of properties with HUD mortgages 
scheduled to mature in the 10-year period. The percentage varies 
significantly by state; from 7 percent in Alabama, to 53 percent in South 
Dakota. The CD-ROM that accompanies this report provides detailed 
property-level data that allows the users to perform similar analyses to 
track mortgage maturity by state or other location (congressional district 
or metropolitan area), as well as by other variables such as property 
category or rental assistance program. 
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Figure 4: Percentage of HUD-Subsidized Mortgages within Each State Scheduled to Mature through 2013 



More HUD Mortgages Are 
Scheduled to Mature after 
2013 


Over 8,900 properties, containing almost 680,000 units, have outstanding 
HUD mortgages scheduled to mature after 2013. Most of these mortgages 
were financed under the Section 202, Section 22i(d)(4), and Section 236 
programs. About 85 percent of the 680,000 units receive rental assistance. 
Many of these rental assistance contracts will be expiring through 2013. 
Specifically, 8,166 properties with HUD mortgages have rental assistance 
contracts expiring through 2013, affecting about 530,000 assisted units. 
Thus, while mortgages are not scheduled to mature during the period, these 
properties have tenants who could potentially face rent increases. 


According to HUD data, in the next 10 years, rental assistance contract 
expiration will affect a total of 18,048 properties — 10,382 with HUD 
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mortgages and another 7,666 without HUD mortgages — containing almost 
1.1 million assisted units. Most of these long-term contracts are set to 
expire in the near ftiture — before the end of 2007 (see fig. 5). 


Figure S: Expiring Rental Assistance Contracts, 2003 through 2013 


Number of units 
300,000 



Souree; GAO analysr* ol HUO oaia. 

Note: The data only reflect long-term contract exoirations and not expected annual renewals of these 
contracts. 

When long-term rental assistance contracts expire, HUD may renew them. 
Currently, HUD generally renews expiring long-term contracts on an annual 
basis but may go as long as 5 years, and in some cases, 20 years. According 
to HUD, during the late 1990s, about 90 percent of the property owners 
renewed their contracts, thereby continuing to provide affordable housing. 
A 2001 publication by AARP reported that if past trends continue, 85 to 90 
percent of contracts will be renewed.® The extent to which the trend 
continues will depend on the availability of program funding and housing 
market conditions. 


*.AARP Public Policy Institute, Section 8 Project-Based Rental Assistance: The Potential 
Loss ofAjffbrdable Federally Subsidized Hoxtsing Stock (Washington, D.C.; February 2001), 
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As shown, in figure 6, mortgage maturity and rental assistance contract 

expiration will affect a total of 18,553 properties through 2013: 

• 505 properties will be affected by maturing mortgages only (480 of these 
are not covered by rental assistance contracts, and the remaining 25 
have rental assistance contracts that expire outside of our lO-year 
window). 

• 1,823 properties will be affected by both events (because they have 
rental assistance contracts set to expire and HUD mortgages scheduled 
to mature by 2013). 

• 16,225 properties will be affected by expiring rental assistance contracts 
only (3,166 of these have HUD mortgages, but the mortgages are not 
scheduled to mature until after 2013). 


Figure 6: Properties with Mortgages Scheduled to Mature and/or Expiring Long- 
Term Rental Assistance Contracts, 2003 through 2013 



505 Maturing 
HUD mortgage 
only 

Maturing HUD 
mortgage and 
expiring rental 
assistance 


Expiring rental 
assistance only 


505- 

1,823-^ 


16.225 


2,328 

(with mortgage 
maturity) 


18,048 
(with expjnng 
rental 

assistance) 


18,553 


Note: The lfl,3S3 proDerties represent about 8i percent of She 23.051 HUO-suOsidized properties. 

There are about i.i million assisted units in those properties vvith 
mortgages maturing or rental assistance expiring in the 10-year period. 
These units make up nearly 81 percent of ail assisted units in HUD’s 
inventory. As figure 7 shows, about 48,000 units are in properties with 
maturing mortgages only, about 95 1 ,400 assisted units are in properties that 
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have expiring rental assistance only, and about 132,600 assisted units (out 
of the approximate 188,^0 total units) are in properties with both 
mortgages maturing and rental assistance expiring in the 10-year period. 


Figure 7: Assisted Units in Properties with Mortgages Scheduled to Mature and/or 
Expiring Long-Term Rental Assistance Contracts, 2003 through 2013 



48,045 Maturing 

HUD mortgage 

oniy 48,045 “] 

Maturing HUD I 

mortgage and T 

expiring rental i 

assistance 132.574 - 


180,619 
(with mortgage 
maturity) 


Expiring rental 
assistance 

only 951,401 


1,083.975 
(with expiring 
rental 

assistance) 


1,132,020 


Note: 46.045 units with maturing HUO mortgages oniy are not assisted. 


Tenant Impacts 
Depend on Protections 
and Property Owners’ 
Decisions 


Over the next 10 years, low-income tenants in over 101,000 units may have 
to pay higher rents or move to more affordable housing when KUD- 
subsidized mortgages reach maturity. This is because no statutory 
requirement exists to protect tenants from increases in rent when HUD 
mortgages mature and rent restrictions are lifted. Over the next 10 years, 
480 subsidized properties that do not have rental assistance contracts are 
scheduled to reach mortgage maturity. Unassisted tenants in some of these 
properties are at risk of not being able to afford their units if rents are 
raised. The remaining 1,848 subsidized properties with HUD mortgages 
scheduled to mature through 2013 have rental assistance contracts, and the 
protections against rent increases offered under the rental assistance 
programs will apply. However, not all units in these propenies are covered 
by the rental assistance contracts, thus limiting the number of tenants 
protected. A number of factors may affect owners’ decisions regarding the 
continued affordabiUty of their properties after mortgages mature, 
including neighborhood incomes, physical condition of the property, and 
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owners’ missions. While experience with mortgage maturity has been 
limited, 16 of the 32 subsidized properties that reached mortgage maturity 
in the past 10 years are still serving low-income tenants through project- 
based Section 8 rental assistance contracts. Additionally, at least 10 of the 
remaining properties that reached mortgage maturity over the past 10 years 
are still serving low-income tenants. 


HUD Does Not Offer 
Protection for Unassisted 
Tenants in Properties with 
Maturing Mortgages 

Of the 2,328 subsidized properties with mortgages scheduled to mature 
through 2013, 480-— containing 45,011 units — rio not have rental assistance 
contracts (see table 2). While the remaining 1,848 properties are subsidized 
with rental assistance, not all units within the properties are covered, 
According to HUD data, about 30 percent of the units in these properties 
are not covered — a total of 57,552 units with tenants who do not receive 
rental assistance. Altogether then, the tenants in a total of 102,563 units are 
not protected under the rental assistance programs. Of these, 101,730 units 
under Section 202, Section 22i(d)(3) BMIR, and Section 236 could face 
higher rents after mortgage maturity when the rent restrictions under these 
programs are lifted. 


There is no statutory requirement for HUD to offer tenants special 
protections, such as enhanced vouchers, when a HUD mortgage matures. 
However, tenants who receive rental assistance in properties with maturing 
mortgages would be eligible for enhanced vouchers under rental assistance 
programs such as project-based Section 8. 



Table 2; Subsidized Properties with HUD Mortgages Scheduled to Mature through 
2013, by Rental Assistance Program 

Number of propenies 



Rental assistance program* 



Financing program 

None 

Project- 
based 
Section 8 

Rent 

Supplement Othed* 

Total 

HUO subsidized mortgage 

Section 236 

166 

1,123 

40 

4 

1,333 

Insured 

166 

1.123 

40 

4 

1,333 

Noninsured® 

Q 

0 

0 

0 

0 

Section 221(dK3) BMIR 

294 

206 

2 

0 

S02 

Section 202 

20 

14 

5 

2 

41 
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(Continued From Previous Page) 


Number of properties 



Rental assistance program* 



Financing program 

None 

Project- 
based 
Section 8 

Rent 

Supplement Other^ 

Total 

HUD unsubsidized mortgage 

Section 221(Cl)(3) 

0 

403 

28 

0 

431 

Section 221(d)(4) 

0 

14 

0 

0 

14 

Section 231 

0 

6 

1 

0 

7 

Noninsured rent a a a a a 

supplement 

Total 

460 

1,766 

76 

6 

2.328 

Percent of total 

21% 

76% 

3% 

<1% 

100% 


Source: GAO artalys>s o> HUO eaia. 

Note: Percentages may not add due to rounding. 

•The Section 8 Moderate Rehabilitation program is not included in this table because huO's 
muttifamiiy database does not track this program. 

•Includes contracts tor service coordinators. 

•No mortgage was scheduled to mature in this period. 

•Since properties with noninsured rent supplement do not carry a HUD mortgage, HUD does not track 
mortgage-level data on these properties- 

These unassisted lenanis are mostly housed in properties financed under 
Section 221(d)(3) BMIR and Section 236 (see fig. 8). According to a HUD 
study, tenants in properties with mortgages under these programs have an 
average household income somewhat greater than that for tenants who 
receive rental assistance; thus, they may be somewhat more able to afford 
higher rents.'® Properties financed under the Section 221(d)(3) BMIR 
program allow tenants with incomes of up to 95 percent of area median 
income; in comparison, project-based Section 8 does not serve tenants 
earning more than 80 percent of area median income. 


“In a 1998 HUD study, tenants in Section 221(d)(3) BMIR umrs without rental assistance had 
an average household income that was 83 percent greater than that for tenants In Section 
221(d)(3) BMIR units with rental assistance. Households in Section 236 units without rental 
assistance had an average household mcome that was 30 percent greater than that for 
tenants in Section 236 units with rental assistance. 
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Figure 8: HUD Mortgages Scheduled to Mature on Properties without Renta! 
Assistance 



Note: Total of 480 subsidized properties. 


Tenants in units covered by a rental assistance program — there axe 134,087 
units in the properties with HUD mortgages scheduled to mature through 
2013 — vvill continue to benefit from affordable rents, regardless of when 
the mortgage matures, as long as the rental assistance contract is in force. 
If a rental assistance contract expires prior to mortgage maturity and the 
owner opts not to renew it, assisted tenants would be eligible for enhanced 
vouchers. 

Tenants could potentially be affected by the length of time given to them to 
adjust to rent increases as well as by the amount of the increase. Property 
owners are not required to notify tenants when they pay off their mortgage 
at mortgage maturity. In contrast, property owners electing to prepay their 
mortgs^e or opt out of their Section 8 contract are required to notify 
tenants. For example, when owners opt out of the Section 8 project-based 
program, they are required to notify tenants 1 year in advance of the 
contract expiration. In cases where owners prepay their mortgages under 
the Section 236 or Section 221(d)(3) BMIR programs, tenants must be given 
notice at least 150, but not more than 270, days prior to prepayment. Some 
locations have established even more stringent notification requirements. 
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A Number of Factors 
Influence an Owner’s 
Decision to Keep a Property 
Affordable upon Mortgage 
Maturity 


Many factors can infiuence an owner’s decision to keep a property in the 
affordable inventory or convert to market rate rents upon mortgage 
maturity. For a profit-motivated owner, the decision may be influenced by 
the condition of the property and the Income levels in the surrounding 
neighborhood. If the surrounding neighborhood has gentrified and if the 
property can be upgraded at a reasonable cost, it may be more profitable to 
turn die building into condominiums or rental units for higher income 
tenants. If repair costs are substantial or if high-income residents are not 
present in the surrounding area, it may be more profitable to leave the 
property in the affordable inventory. Tools and incentives offered by state 
and local agencies may also influence this decision. In addition, because 
most of these owners have had the right to prepay their mortgages and opt 
out of their Section 8 contracts for a number of years, the economic factors 
that drive a decision to convert to market rate are not unique to mortgage 
maturity. 

HUD data show that nonprofit organizations own about 38 percent of the 
properties with mortgages scheduled to mature in the next 10 years.“ For a 
nonprofit owner, the decision would likely be motivated by cash flow 
considerations since, in theory, these owners are not primarily motivated 
by economic returns. Since mortgage maturity results in an improvement in 
property cash flow, reaching mortgage maturity by itself would not 
necessarily trigger removal from the affordable inventory. For example, at 
1 of the 16 properties (nonprofit ownership) whose mortgages matured in 
the past 10 years and that do not currently have project-based Section 8 
assistance, the property manager told us that no longer having to pay the 
mortgage left money for repairs needed to keep the units affordable for 
their low-income senior tenants. Additionally, a nonprofit organization 
would be more likely to keep the property affordable to low-income 
tenants because to do otherwise could conflict with its basic mission of 
providing affordable housing. 

Another factor is the loss of the interest rate subsidy that occurs when the 
mortgage matures. When interest rate subsidies were first paid to 
properties built in the 1960s and 1970s, they represented substantial 
assistance to property owners. Over time, inflation has substantially 
reduced the value of this subsidy. For example, the average interest rate 


"This iS.based on information In HUD's database for 2,237 of the 2,328 properties. For the 
remaining 91 properties (4 percent of the total), HUD’s database did not indicate the 
ownership type. 


Page 19 


GAO-04-20 Infonnation on HUD Mortgage Maturity 



173 


subsidy payment for a Section 236 property with a mortgage maturing in 
the next 10 years is $66 per unit per month. The level of prices has roughly 
quadrupled since 1970, so to have the same purchasing power would 
require about $260 in today’s dollars. Section 8 and simJJar project-based 
rental assistance now provide the bulk of the assistance to these subsidized 
properties — 75 percent of the assistance versus about 25 percent that 
derives from the Section 236 interest-rate subsidy. Furthermore, inflation 
will continue to erode the value of the interest-rate subsidy until mortgage 
maturity, while the rental assistance subsidy is adjusted annually to 
account for increases in operating costs. 


Most Properties with HUD 
Mortgages That Reached 
Maturity Are Offering Rent 
Affordable to Low-Income 
Tenants 


Our review of HUD's data showed that HUD-insured mortgages at 32 
properties matured between January 1, 1993, and December 31, 2002.’^ 
Sixteen of the 32 properties are stUl serving low-income tenants through 
project-based Section 8 rental assistance contracts. For 13 of these 16 
properties, the rental assistance covers 100 percent of the units (799 
assisted units), and for the remaining 3 properties, it covers 54 percent of 
the units (174 assisted units). 


Using HUD’s archived data for inactive properties, we attempted to contact 
the property managers of the remaining 16 properties (consisting of 1,997 
units) to determine if the properties currently offer rents affordable to low- 
income tenants. We were able to obtain rent information for lO properties.^'^ 
We found that all 10 (none of which have project-based rental assistance 
contracts) are offering rents that are affordable to tenants with incomes 
below 50 percent of area median income. According to HUD’s database, 
only 2 of these properties ever had Section 8 project-based contracts, and 
both expired in early 2000. We could not obtain actual tenant incomes since 
property managers told us that they are not required to maintain such 


addition, we examined the properties with mortgage insurance that originated from 
1959 through 1962. The mortgage m^rity dates for these properties had passed, but we 
found that only 8, or U percent of the 76 properties, had reached mort,gage maturity. 

■^Of the remaining 6 properties, we did not include 2 because they are skilled nursing 
fadiities and do not charge traditional rents. We could not obtain information on the others 
because there was insufficient contact information in HUD’s archived database w^th which 
to locate current owners or managers, or the owners or managers who were not required to 
provide us with information did not respond. 

“Rent is generally considered affordable if it does not exceed 30 percent of tenant’s gross 
income. 
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information for properties without federal use restrictions. Using the 
reported average rent for a 2-bedroom unit, we estimated the income 
needed to afford the reported rent (that is, the income needed if no more 
than 30 percent of gross income would be used for rent). We then 
compared this estimated income to the area's median household income 
for 2003. The rent affordability percentages in table 3 express the estimated 
income needed as a percentage of the area median income. Thus, numbers 
less than 50 indicate that the unit is affordable to households with incomes 
50 percent or less of the area median income. The available data for the 16 
properties is summarized in table 3. Because of the variety of factors that 
can influence owners’ decisions, however, these properties are not 
necessarily indicative of what will happen to other properties as their HUD 
mortgages mature. 

Various property managers we contacted also provided information about 
their efforts to keep their properties affordable. For example, a senior 
complex (nonprofit ownership) continues to generally charge residents 
about 30 percent of their income for rent as they did when they were in 
HUD’S subsidized portfolio. According to the property manager of two of 
the properties (for-profit ownership), he unsuccessfully sought incentives 
from HUD in 2002 to keep the properties in the inventory when the 
mortgages reached maturity, and both properties left HUD's multifamily 
portfolio. However, both properties are accepting tenant-based vouchers, 
and the rents in both properties are affordable to very low-income tenants. 



Tabte 3: 

Data for 16 Properties with Matured HUO Mortgages and without Project-Based Rental Assistance Contracts 

Property 

Prior FHA mortgage 
program 

Mortgage 

maturity 

date 

Total 

units 

Number of 
voucher 
holders 

Average rent 
tor 2- 
bedroom 
unit 

Rent 

atfordabliity 

Ownership 

1. 

Section 221(d)(3) BMIR 

July 1998* 

16 

3 

S500 

39% 

For-protit 

2 . 

Section 231 

August 2001 

73 

0 

$525® 

39®^ 

Nonprofit 

3. 

Section 221(d)(3) BMIR 

June 2002 

82 

N/A 

N/A 

N/A 

Nonprofit 

4. 

Section 221(d)(3) 

October 2002 

43 

0 

$185® 

15% 

Co-op 

5. 

Section 221(d)(4) 

October 1999“ 

32 

N/A 

N/A 

N/A 

Limited dividena® 

6. 

Section 221(d)(3) BMiR 

February 2002 

103 

10 

$695 

39% 

For-profit 

7, 

Section 231 

July 2000 

76 

0 

* 

* 

Nonprofit 

8. 

Section 221(d)(3) BMiR 

April 2000 

114 

3 

$519 

29% 

For-prolit 

9. 

Section 221(d)(3) BMIR 

May 1999 

15 

N/A 

N/A 

N/A 

N/A 
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(Continued From Previous Page) 

Property 

Prior FHA mortgage 
program 

Mortgage 

maturity 

date 

Total 

units 

Number of 
voucher 
holders 

Average rent 
for 2- 
bedfoom 
unit 

Rent 

affordability 

Ownership 

10. 

Section 221(d)(3) BMIR 

May 2000 

477 

38 

S550 

44% 

Nonprofit 

11. 

Section 221(d)(3) BMIR 

April 2002 

70 

10 

$710 

40% 

For-profit 

12. 

Section 221(d)(3) 8M1R 

May 2002 

135 

80 

$565 

45% 

For-profit 

13. 

Section 231 

April 2002 

557 

61 

$340“ 

41% 

Nonprofit 

14. 

Section 231 

January 2001 

72 

0 

* 


Nonprofit 

15 

Section 221(d)(3) BMIR 

June 2002 

80 

0 

$285' 

11% 

Co-op 

18, 

Section 221(d)(3) BMIR 

November 2000 

52 

N/A 

N/A 

N/A 

N/A 


Source: GAO analysis ot in)o"r>auon from prooerfy managers and hftiO- 


Nole; N/A means no< avait^le. 

*Bolh of Ihese pnaperfies also had project-based Section 8 contracts that opted-out in early 2000. 
“Average rents tor these properties are for 1 -bedroom gnits. 

‘Since these are cooperatives, the rents {monihiy fees) only reflect carrying charges, which include 
such experrses as real estate (axes and insurances but not any individual mortgage payments that a 
co-op member may have. 

“For limited dividend owners, the distributions of income are restricted by state law or the Federal 
Housing Administration (FHA) Commissioner, 

These properties are skilled nursing facilities and do not charge traditional rents, 


Tools and Incentives 
Are Available to Help 
Keep Properties 
Affordable, but Are Not 
Specifically Designed 
to Deal with HUD 
Mortgage Maturity 


HUD does not offer any tools or incentives to keep properties affordable 
after HUD mortgages mature, although it does offer incentives to maLntain 
affordability for properties that also have expiring rental assistance 
contracts. According to officials from the four national housing and 
community development organizations we contacted, because few HUD 
mortgages have matured to date, their member state and local agencies 
have not experienced the need to develop programs to deal with mortgage 
maturity. They noted that their member agencies can offer tools and 
incentives, such as loans and grants, that might be used by owners to keep 
properties affordable after mortgage maturity. However, about three- 
quarteis of the state and local agencies that responded to our survey 
reported that they do not track the maturity dates on HUD mortgages, and 
none provided examples of tools or incentives used to keep units 
affordable after mortgage maturity, 


The agencies indicated that funds available through HUD's HOME and 
CDBG programs and the Low-Income Housing Tax Credit program are 
effective means for preserving the affordability of HXJD-subsidized housing. 
They also identified financial assistance to nonprofit organizations to aid 
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them in acquiring HUD-subsidized properties as an effective tool. However, 
over 50 percent of the agencies reported that they have no tracking system 
in place to systematically identify properties that could potentially leave 
HUD’s affordable housing programs and thus might be candidates for 
affordability preservation assistance. 


HUD Does Not Offer HUD does not offer property owners any specific incentive to keep 

Incentives to Keep properties affordable to low-income tenants after maturity of their HUD 

PrODerties Affordable after P^o^tgages. During the 1990s, hud established incentive programs to deal 
Tvr ^ U . with the loss of affordable units because owners were prepaj-ing their 

1 iortgage iViatunty mortgages and opting out of their Section 8 contracts. These incentives are 

as follows: 

• Mark-up~to~Market allows owners to increase the rents for units 
subsidized under the project-based Section 8 rental assistance program 
up to market levels in exchange for keeping the units in the Section 8 
inventory for a minimum of 5 years. 

* Section 236 Decaupling can be activated when the owner prepays a 
Section 236 mortgage and obtains conventional financing. By agreeing 
to keep the property affordable for at least another 5 years beyond the 
original term of the mortgage, owners can keep the interest rate 
reduction payments that they were receiving when they had a HUD- 
Qnanced mortgage. 

♦ Section 202 Prepayments allow owners to prepay their HUD loans and 
obtain other financing, but they must keep the affordability use 
restriction until the maturity date of the original loan. 

These incentives do not directly address the termination of the affordability 
requirements resulting from mortgage maturity. Rather, they can extend, 
under certain circumstances, the affordability period beyond the original 
term of the mortgage, as in the Section 236 Decoupling incentive, or allow 
property owners to be better positioned financially to continue providing 
affordable housing, as in the case of Section 202 Prepayments and Mark-up- 
to-Market. 
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State and Local Agencies 
Identified Tools and 
Incentives to Preserve 
Affordable Housing, but Not 
Specifically for Covering 
Mortgage Maturity 


State and local tools and incentives include housing trust funds used to 
make loans and grants, financial assistance to nonprofit organizations to 
aid them in acquiring HUD-subsidized properties, and property tax relief to 
owners of HUD-subsidized properties. These state and local agencies 
identified several incentives that they believe are the most effective in 
preserving the affordability of housing for low-income tenants. For 
example, over 60 percent of the 62 state agencies that responded identified 
the 4 percent tax credit and HOME programs as effective means for 
preserving the affordability of HUD-subsidized properties. Of the 76 local 
agencies that responded, over 70 percent identified HOME as effective, and 
over 60 percent identified CDBG as effective.^® 


The 226 state and local agencies that responded to our survey commented 
on the effectiveness of 18 tools and incentives as a mean to preserve HUD's 
affordable rental housing. Of the 18, 6 were funded directly by the federal 
government, while 12 were administered by state and local governments 
and were not directly federally funded. However, there was no evidence 
that they have been used to protect properties when HUD mortgages 
mature. This may be because relatively few mortgages have matured to 
date. 


Fewer Than Half of State 
and Local Agencies Identify 
and Track Properties That 
May Leave HUD Programs 


Over 50 percent of the survey respondents reported that they have no 
system in place to identify and track properties in their states or localities 
that could leave HUD’s subsidized housing programs. Further, about three- 
quarters reported that they do not track the maturity dates of HUD 
mortgages. Awareness of the potential for a tlUD mortgage to mature or 
rental assistance to end does not guarantee that state or local agencies will 
take action to preserve the assisted units’ affordability to low-income 
tenants. However, knowing when properties will be eligible to leave HUD’s 
programs could better position state and local agencies to use available 
tools and incentives at mortgage maturity. Several respondents to our 
survey noted that it would be helpful to them if HUD could provide 
information about properties that might leave HUD’s programs. Their 
comments included the following: 


•‘Additional details on the results of our survey are available on the Internet at 
www,gao.gov/cgi-bin/g€trpt? GAO-04-21 ISP. 
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• “It would be helpful if HUD would provide local governments periodic 
reports on the status of HUD properties in the locality.” 

• “I believe a lot of GDBG entitlement agencies would be willing to track 
properties that could leave HUD’s affordable housing programs if HUD 
wojild provide them with a listing of the properties."^*’ 

• “Communication between project-based property owners, HUD, and 
local public housing authorities is not very effective.” 

Of the 102 agencies that indicated they identified and tracked properties, 56 
(55 percent) said that they monitored the scheduled maturity dates of HUD 
mortg^es on local properties (see fig. 9). More agencies (82 or 80 percent) 
reported that they identified and tracked properties that might opt out of 
HUD project-based rental assistance contracts. 


‘®“Entitlement agencies" refers to agencies in entitlement communitaes that are eligible to 
receive CDBG funding. These communities must meet certain population thresholds and 
must develop their own programs and plans, with priority given to low- and moderate- 
income persons. 
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Figure 9; State and Local Agencies’ Efforts to Identify and Track Properties That May Leave HUD Programs 



Note: 'Extended use expiration’’ refers to the expiration of the use-agreement period, when owners 
must continue to keep their tax credit properties affordable to low-income tenants after the initial 15- 
year affordability period required by the Internal Revenue Code has ended. The length of this extended 
period of affordability is IS years or more, depending on individual state requirements. 

HUD officials noted that they make property-level information available to 
the public on HUD’s multifamily housing Web site.’’ This Web site contains 
detailed property-level data on active HUD-insured mortgages and expiring 
rental assistance contracts.'® However, according to our survey, some state 
and local agencies perceive that the information is not readily available. 
One problem may be that these data are in a format that may not be 
sufficiently “user-friendly” for these agencies. The data must be accessed 
using database software, which requires users to be proficient in these 
types of software. 

HUD officials agreed that the agency could provide more “user friendly” 
information because the data are not as accessible to state and local 


’’See wvrw-hud.gov/ofSces/'hsg/mfli/mfdaca.c&Ti. 

‘*Since only insured mong^es are included in this database, direct loans under the Section 
202 program are not included. 
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agencies as they couid be. Tliey also noted that these agencies could 
benefit from a “watch list" that identifies properties that may leave HUD 
subsidy programs in their jurisdictions, such as upon mortgage maturity, 
especially if such data were updated annually and readily available online 
so that J^encies would have the information needed to prioritize and fund 
efforts to preserve low-income housing in their jurisdictions. 


Conclusions HUD's rental housing programs have developed subsidized properties for 

low- and moderate-income tenants that carry rent affordability 
requirements for a fixed period. As a result, HUD has focused on keeping 
these properties affordable for at least that period, and its tools and 
incentives have mainly addressed mortgage prepayments and rental 
assistance contract expiration, not mortgage maturity. While a share of the 
properties with HUD mortgages are scheduled to reach maturity over the 
next 10 years, it is uncertain how many of these properties will attempt to 
convert to market-rate housing and raise rents, making the units in these 
properties uiuiffordable for many tenants. While state and local agencies 
might be able to play an important role in maintaining the affordability of 
properties eligible to leave HUD programs because of mortgage maturity or 
other reasons, these agencies need to know in advance which properties 
are eligible to leave HUD’s programs, and when, in order to use tools and 
incentives that can help keep the properties affordable. Even though HUD 
makes property-level data available to the public on its Web site, state and 
local agency respor;ses to our survey suggest that HUD data may not be as 
readily accessible, and therefore as useful, as they could be. HUD officials 
responsible for maintaining the data on the subsidized properties agreed. 


Recommendations 
Executive Action 


for housing agencies track HUD-subsidized properties 

that may leave HUD’s programs upon mortgage maturity or for other 
reasons, we recommend that the Secretary of HUD solicit the views of state 
and local agencies to determine (1) the specific information concerning 
HUD-subsidized properties that would be most useful to their affordability 
preservation efforts and (2) the most effective format for making this 
information availai)Ie, and then use the results to modify the current means 
of conveying the data on these properties to make the data more widely 
available and useful. 
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Agency Comments and 
Our Evaluation 


We provided a draft of this report to HUD for its review and cominent. In a 
letter from the Assistant Secretary for Housing (see app. Ill), HUD agreed 
with the report's findings, conclusions, and recommendations. HUD also 
noted that while it believes that a wide array of public and private entities 
concerned about preserving the affordable housing stock are using the 
databases currently available through HUD’s Web site, it could improve the 
format and modify the current means of conveying the data on these 
properties to make the data more readily available. In its letter, HUD also 
provided technical comments, which we incorporated as appropriate. 


As agreed with your offices, unless you publicly announce the contents of 
this report earlier, we plan no further distribution until 30 days from the 
report date. At that time, we will send copies of this report to interested 
Members of Congress and congressional committees. We also will send 
copies to the Secretary of the Department of Housing and Urban 
Development and the Director of the Office of Management and Budget and 
make copies available to others upon request. The report will be available 
at no charge on the GAO Web site at http://www.gao.gov. A CD-ROM (GAO- 
04-210SP), which includes property-level data for subsidized properties 
with mortgages scheduled to mature or expiring rental assistance 
contracts, will accompany this report and can be ordered at 
www.gao.gov/cgi-bin/ordtab.pl. The results of our survey of state and local 
agencies (GAO-04'2 1 ISP) will also be available on the GAO W'eb site at 
www.gao.gov/cgi-bLivgetrpt?GAO-04-2 1 ISP, 

Please contact me at (202) 512-8673, or Andy Finkel at (202) 512-6765, if 
you or your staff have any questions concerning this report. Key 
contributors to this report are listed in appendix IV. 

David G. Wood 

Director. Financial Markets and 
Community Investment 
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Appendix I 

Scope and Methodology 


To develop a state-by-state inventory of luultifamily properties with HUD 
mortgages scheduled to mature and to identify the properties' 
characteristics, we analyzed and combined information from several HUD 
databases. We used data from HUD’s Real Estate Management System 
(REMS), which contains information on active properties in Datamart, as 
well as from the Tenant Rental Assistance Certification System (TRACS), 
which contains information on Section 8 contracts. We also incorporated 
data from HUD’s Real Estate Assessment Center (REAC) and — through the 
Office of Multifamiiy Housing and Restructuring (OMHAR) — data from the 
Annual Financial Statements sidimitted to HUD by property owners. To 
ensure the HUD data were reliable, we performed internal checks to 
determine (1) the extent to which the data were complete and accurate, (2) 
the reasonableness of the values contained in the data fields, and (3) 
whether any data limitations existed in the data we relied upon to do our 
work. Based on our reliability assessment, we concluded that the data were 
reliable for purposes of this report The data obtained from HUD are as of 
April 15, 2003. To have 10 full years of data, our analysis covered the period 
from April 15, 2003, through December 31, 2013- 

For the properties with existing HUD mortgages, we identified those that 
also have project-based rental assistance contracts. We then separately 
identified properties that do not have HUD mortgages, but have project- 
based rental assistance contracts that are also due to expire through 2013. 
To obtain occupancy data relating to the individual properties, we used the 
system containing the financial statements that are prepared and submitted 
annually to HUD by property owners. For each property, we obtained the 
following information: 

• property identification number, 

• property name. 

• address, 

• city, 

• state, 

• zip code, 

• metropolitan area, 
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congressional district, 


total number of units, 


total number of assisted units, 


name of HUD financing program, 


property category, 


mortgage maturity date, 


name of rental assistance program. 


rental assistance expiration date, 


number of rental assistance contracts, 


rental assistance contract status, 


type of client (tenant) served, 


type of property ownership, 


economic occupancy rate, 


subsidy utilization rate, and 


property inspection score (REAC score). 


We also used HUD's database to identify properties whose mortgages have 
matured over the last 10 years. To determine how many properties are still 
serving low-income tenants, we first identified those that are covered by 
rental assistance contracts. For 14 of the 16 properties without current 
rental assistance contracts, we obtained contact information from EfUD’s 
archived database (the database did not have sufficient complete 
information on the other 2). We then contacted these properties via 
telephone to determine if the management was still serving low-income 
tenants. 

We reviewed HUD regulations to determine the potential impact on tenants 
when HUD mortgages mature. Cn particular, we reviewed the eligibility of 
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tenants to receive enhanced vouchers and other protections against 
increases in rents when properties leave HUD's programs. We discussed 
these regulations with appropriate HUD officials and also requested that 
HUD identify protections available to tenants under the various housing 
programs. 

To identify the incentives that HUD, the states, and localities could offer 
owners under existing laws and regulations, we interviewed HUD, state, 
and local officials and reviewed available literature. Because there are no 
nationwide data avail^le on the utilization of tools and incentives at the 
state and local level and no single agency is responsible for administrating 
the various incentives for any state, we surveyed state and local housing 
and community development agencies via the Internet. We identified the 
survey participants through lists provided by four national housing industry 
organizations. Specifically, we surveyed members of the National Council 
of State Housing Agencies (NCSHA), which represents state housing 
finance agencies; the Council of State Community Development Agencies 
(COSCDA), which represents state housing and community development 
agencies: the National Community Development Association (NCDA), 
which represents local communities that administer federally supported 
programs such as CDBG and HOME; and the National Association of Local 
Housing Finance Agencies (NALHFA), which represents local housing 
finance agencies. The survey covered (1) their experiences In preserving 
affordable housing, (2) the incentives used and their effectiveness, and (3) 
the extent to which they identify and track properties that could leave 
HUD's programs. 

In developing the survey, we met with officials at the four national 
organizations to gain a better understanding of the issues and modified our 
questions based on their comments. We then pretested with several state 
and local ^encies throughout the country, such as the Department of 
Community Development in Amarillo, Texas; the Department of 
Neighborhood Development in Boston, Massachusetts; and the Ohio 
Housing Fmance Agency. During these pretests, we observed the officials 
as they filled out the survey over the Internet. After completing the pretest 
survey, we interviewed the respondents to ensure that (1) the questions 
were clear and unambiguous, (2) the terms we used were precise, (3) the 
survey did not place an undue burden on the agency officials completing it, 
and (4) the survey was independent and unbiased. On the basis of the 
feedback from the pretests, we modified the questions as appropriate. 
Information about accessing the survey was provided to a contact person 
at each of 327 state and local housing and community development 
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agencies in 50 states, the District of Columbia, and Puerto Rico. The survey 
was activated on May 12, 2003i it was available until September 5, 2003. To 
ensure security and data integrity, we provided each agency with a 
password to access and complete the survey. 

We originally included 373 potential respondents in our survey, but 
eliminated 46 for various reasons, including those agencies having no 
authority over affordable housing and those with no HL'D properties in 
dieir jurisdictioiis. As a result, 327 potential respondents remained — 46 
from NCSHA, 65 from COSCDA, 130 from NCDA, and 86 from NALHFA. 
From the 327, we obtained 226 usable responses — 38 from NCSHA. 47 from 
COSCDA, 83 from NCDA, and 58 from NALHFA — for an overall response 
rate of 69 percent 
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We would like the following questions answered in this General 
Accounting Office report 

1. This letter includes a list of the privately owned, publicly assisted 
muUifamily housing mortgage programs. 

• 221(d)(3) 

• Market rate with rent supplem.ent 

• Below Market Rate Interest Rates (BMIR) with rent supplement or 
section 8 

• 236: 

• Insured and Noninsured 

• Rental Assistance Projects (RAP) 

• Rent Supplement 

• Section 8 

• 221(d)(4) with all or partial Section 8 

• 202s with rent supplement or Section 8 

• 231s with rent supplement 

• Section 8 moderate rehabilitation (not funded through HUD, maybe 
PHA) 

• Noninsured rent supplement projects (12 projects only in NY and 
Minnesota) 

Please update the list if there are other programs that should have 
been included and include any omitted programs in your answers to 
the other questions requested in this report 

We did not identify any programs to add to the list. The report encompasses 
all of these programs with the following exceptions: (1) HUD does not 
collect mortgage information on noninsured rent supplement properties 
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because the properties do not use HUD financing. HUD does have data on 
the rent supplement contracts alone, which we included in the CD-ROM; 
(2) Section 8 Moderate Rehabilitation properties are excluded because 
HUD does not track these properties in its muitifamily database and 
maintains no aggregate data on properties in the program. 

2. What is the potential impact on the renewal of those Section 8 
contracts in projects where FHA mortgages mature, the principal is 
paid off entirely, and the affordability restrictions attendant to the 
mortgages expire? 

The impact of a matured HUD mortgage, by itself, on an owner’s decision to 
renew a Section 8 contract is uncertain because there are a number of 
other factors that can affect the decision. For a profit-motivated owner, the 
decision to renew would likely be influenced by the condition of the 
property and the income levels in the surrounding neighborhood. If the 
surrounding neighborhood has gentrified and if the property can be 
upgraded at a reasonable cost, it may be more profitable to turn the 
building into condominiums or rental units for higher income tenants. If 
repair costs are substantial or if tugh-income residents are not living in the 
surrouncUng area, it may be more profitable to keep the property in the 
affordable inventory by renewing the Section 8 contract. Tools and 
incentives offered by HUD, state, and local agencies may also influence 
these decisions. 

For a nonprofit owner, the decision would likely be motivated largely by 
cash flow considerations since, in theory, these owners are not primarily 
motivated by economic returns. HUD data show that nonprofit 
organizations own about 36 percent of the properties with mortgages 
scheduled to mature in the next 10 years. Since mortgage maturity results 
in an improvement in property cash flow, reaching mortgage maturity 
would not by itself necessarily trigger removal from the affordable 
inventory. Additionally, a nonprofit organization would be more likely to 
keep the property affordable to low-income tenants because to do 
otherwise would cordlict with its basic mission of providing affordable 
housing. Thus, nonprofit owners would likely continue to renew Section 8 
contracts. 

3. We request an inventory, in chart form, of ail the units that luiU reach 
maturity in the next 10 years. The inventory should include: 

• Property name, city, and state 
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• Property MSA (metropolitan statistical area) 

• Month and year of mortgage maturity 

• l^jpe of mvXtifamily program for each development 

• Number of units for each development 

• Expiration date of Section 8 contract for each development (if any) 

• Contract status of Section 8 contract for each development (if any) 

• Number of section 8 units for each development (if any ) 

• Total number of units covered under each of the programs and their 
location by state 

• Total number of units for all developments 

• Total number of units that are occupied 

• Total number ofsectio-n 8 units 

• Type of families housed, i.e. families, elderly, etc. 

• Whether the unit is owned by a profit or nonprofit organization 

All the data elements cited above are included in the CD-ROM that 
accompanies this report. Data on property inspection scores, subsidy 
utilization rates, street addresses, and the congressional district in which 
the property is located are also included. 

4- What will happen to the units and hence the families occupying the 
units once the mortgages expire'? What -rights, if any, do these 
tenants have regarding their rent costs subsequent to the expiration 
of the mortgage term and pay off of the entire mortgage principal? 

Provided there is no other subsidy, owners of properties whose HUD- 
subsidized mortgages have matured are generally no longer required to 
charge reduced rents to tenants that meet HUD's income Limits, and the 
tenants do not have any rights or protections. Depending on the owner’s 
decision, tenants could face higher rents and, if they were unable to afford 
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them, would have to move. However, if the units are covered by a rental 
assistance contract, the tenants would not be affected by the mortgage 
maturity. As long as the rentiU assistance is in force, these tenants would 
continue to benefit from subsidized rents. 

5. Under existing laws and regulations, are there Federal government 
incentives that HUD ccmld offer the owners of the multifamily 
housing developments to keep properties affordable upon maturity of 
the FHAmortgage and pay off the principal? Under existing laic and 
regulations, what types of incentives are available for each state and 
the District of Columbia that could be made available to the owners of 
the multifamily housing developments? Have they been successful? 

HUD does not offer property owners any specific incentive to keep 
properties affordable to low-income tenants after maturity of their HUD 
mortgage. During the i990s, HUD established incentive programs to deal 
with the loss of affordable units because owners were prepaying their 
mortgages and opting out of their Section 8 contracts. These incentives 
include the Mark-up-to-Market program, Section 236 Decoupling, and 
Section 202 Prepayments. These incentives do not directly address the 
termination of the affordability requirements resulting from mortgage 
maturity. Rather, they can extend, under certain circumstances, the 
affordability period beyond the original term of the mortgage, as in the 
Section 236 Decoupling incentive, or allow property owners to be better 
positioned financially to continue providing affordable housing, as in the 
case of Section 202 Prepayments and Mark-up-to-Market 

State and local agencies identified tools and incentives to preserve 
affordable housing, but not specificaOy for addressing maturing HUD 
mortgages. The 226 state and local agencies that responded to our survey 
commenced on the effectiveness of 18 tools atnd Incentives as a mean to 
preserve HUT)'s affordable rental housing. Of the 18, 6 were funded directly 
by the federal government, while 12 were administered by state and local 
governments and were not directly federally funded. However, there was 
no evidence that they have been used to protect properties when HUT) 
mortgages mature. This may be because relatively few mortgages have 
matured to date. 

6. What are the possible effects if the Section 8 contract maturity date is 
shorter than the FHA mortgage maturity date? 
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The effects depend largely on the owner’s decision about the future use of 
the property. As noted in our response to question 2, an owner’s decision to 
renew a Section 8 contract can be influenced by a number of factors, such 
as neighborhood incomes, the condition of the property, and owner’s 
mission. Consideration of these factors would likely also apply to 
properties where the Section 8 contract expiration date is earlier than the 
scheduled maturity date on the HUD mortgage. 

When mortg^e maturity is imminent, an owner may also consider what the 
impact of losing the interest rate subsidy as well as paying off the HUD 
mortgage will be on the property’s cash flow, When interest rate subsidies 
were first paid to properties built in the 1960s and 1970s, they represented 
substantial assistance to property owners. CK'er time, inflation has 
substantially reduced the value of this subsidy relative to the rental 
assistance subsidy, which is ac^usied annually to account for increases in 
operating costs. Project-based rental assistance now provides the bulk of 
the assistance to these subsidized properties. Therefore, it is possible that, 
under certain circumstances, such as where a surrounding neighborhood 
has gentrified and the property can be upgraded at a reasonable cost, a for- 
profit owner may decide to forgo the remaining interest rate subsidy 
payments and prepay the mortgage at the time the project-based contract 
expires. However, because most owners have had the right to prepay 
mortgages and opt out of their Section 8 contracts for a number of years, 
the economic factors that drive the decision to convert to market rate when 
mortgages mature are no different than in the past. 

From the tenant’s perspective, if the owner elects to enter into a new 
Section S contract, the tenants in assisted units will be protected for the 
duration of the contract. If the owner elects not to enter into a new Section 
8 contract with or without prepaying the mortgage, the tenants in the units 
chat previously received rental assistance would receive enhanced 
vouchers. Enhanced vouchers give the tenants the right to stay in, their 
units and generally protect them from rent increases in the properties after 
Che Section 8 contract expires, regardless of the maturity date of Che HUD 
mortgage. 

7. For those mortgages that have reached mortgage maturity or are soon 
to do so, what actions, if any, have been taken by state, local, or other 
bodies to ensure that affordability has been maintained after the FHA 
mortgages are extinguished or are about to be paid off in their 
entirety? Have the efforts been successful? 
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According to officials from the four national housing and community 
development organizations we contacted, because relatively few HUD 
mortgages have matured to date, their member state and local agencies 
have not experienced the need to deal with mortgage maturity. They noted 
that their member agencies can offer tools and incentives, sucl\ as loans 
and grants, to owners to keep properties affordable after mortgage 
maturity. However, about three-quarters of the state and local agencies that 
responded to our survey reported that they do not track the maturity dates 
on HUD mortgages, and none provided examples of tools or incentives 
used specifically to keep units affordable after mortgage maturity. 

5. Please provide data on how many units/developments have already 
reached mortgage maturity, the current status of those 
units/developments, and whether those units/developments are stilt 
serving low-income families. 

Our review of HUD's data showed that HUD-insured mortgages at 32 
properties matured between January 1, 1993, and December 31, 2002, 
Sixteen of the 32 properties are still serving low-income tenants through 
project-based Section 8 rental assistance contracts. For 13 of these 16 
properties, the rental assistance covers 100 percent of the units (799 
assisted units), and for the remaining 3 properties, it covers 54 percent of 
the units (174 assisted units). 

Using HUD's archived data for inactive properties, we attempted to contact 
the property manners of the remaining 16 properties (consisting of 1,997 
units) to determine if the properties currently serve low-income tenants. 
We were able to obtain rent information for 10 properties.* We found that 
all 10 (none of which have project-based rental assistance contracts) are 
still primarily serving low-income tenants and that the current rents are 
affordable to tenants with incomes below 50 percent of area median 
income. According to HUD’s database, only 2 of these properties ever had 
Section 8 project-based contracts, and both expired in early 2000. We could 
not obtain actual tenant incomes since property managers told us that they 
are not required to maintain such information for properties without 
federal use restrictions. 


‘W the remaining 6 properties, we did not include 2 because they are skilled nursing 
facilities and do not charge traditional rents. We could not obtain information on the others 
because there was insufficient contact information in HUD’s archived database with which 
to locate current owners or managers, or the owners or managers who were not required to 
provide us with information did not respond. 


Page 38 


GAO-04-20 Infomation on HUD Mortgage Maturity 


192 


Appendix n 

Quesiioas &om December 10, 2002, Letter 
from the House Cofumittee on Financiai 
Services 


9. The provision of enhanced vouchers does not currently apply to 
Section 236 or Section 221 (d) (3) mortgages that mature. What is the 
impact on the current tenant population upon mortgage maturity? 

There no statutory requirement for HUD to offer tenants special 
protections, such as enhanced vouchers, when a HUD mortgage matures. 
However, tenants who receive rental assistance in properties with maturing 
Section 236 or Section 221(d)(3) mortgages would be eligible for enhanced 
vouchers under rental assistance programs, such as project-based Section 
8. Depending on property owners' decisions, tenants in these properties 
who do not receive rental assistance could face higher, possibly 
unaffordable, rents. 

10. What recommendations does GAO propose to address or alleviate the 
potential loss of (Affordable housing arising from FHA mortgage 
maturations? 

Awareness of the potential for a HUT) mortgage to mature, while not a 
guarantee of action, could help state or local agencies' ability to use 
available tools or incentives for preserving properties’ affordability to low- 
income tenants. 'Therefore, to help state and local housing agencies track 
HUD-subsidized properties that may leave HUD’s programs upon mortgage 
maturity or for other reasons, we are recommending that the Secretary of 
HUD solicit the views of state and local agencies to determine (1) the 
specific information concerning HUD-subsidized properties that would be 
most useful to their affordability preservation efforts and (2) the most 
effective format for making this information available, and then use the 
results to modify the current means of convening the data on these 
properties to make the data more readily available. 
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us. DRPARTMENT OF HOCSINC A.VD DEV^:LO»l£.Vr 

WA»ID4CTCM<. OC SMIO-MGO 

AssisTAwtsEcsEr^jcrfatHouswo. October l7. 2003 

ruxiu^i. Hoounc com-ausionek 


Mr. David G. Wood 

Directcn:. Financial Markets and Community InvesWient 
United States General Accounting Office 
44! G Street, N'W 
Washington. DC 20548 

Dear Mr. Wood; 

Thank you for dus opportuiuty to review and provide comments on the draft report 
Muttifamilv Housing: More Accessible HUD Data C^d Hetp Efforts to Preserve Housing for 
Low-faeoroe Tenants (OaO- 04-20). The report contains GAO’s determinacioo of the numbers of 
HUD properties that are scheduled to reach mortgage maturity or rental assistance expiration in the 
next ten years, the potential impact on tenant rents, and an assessment of what HUD and odwts can 
do to keep these properties affordable. 

The Depamnent would concur in the “Results in Srief cotmtients (draft report, pages 3-6) 
that "HU'D and state and local housing and community development agencies provide a variety of 
tools arid cncentives to owners of low-income multifamily properties to keep them affordable to 
low-income tenants upon mongage maiuricy or the expiration of rental assiscance contracts.'' The 
Depanment would also concur that in the “Conclusions" (draft report, page 24) that stale and local 
agencies play an important role in maintaining the affordability to k>w-incortw tenants of KUD* 
subsidized properties that become eligible to leave HUD's programs due to mortgage maturity, 
renui assistance contract expuabon. or other reasons and need to know in advance which properties 
are eligible to leave HUD's programs and when, in <»der to use (he tools and incentives that con 
keep (he properties affordable to low-income tenants." 

The draft report has one recommendation; 

To ensure that state and local housing agencies have timely and accessible information to 
track HUD-subsidized properties that may leave HUD's programs. GAO recommends (hat the 
Secretary of HUD solicit the views of stale and local agencies to determine the ( I) specific 
informatiim concemiog HUD-subsidized properties that would be most useful to ;heir 
affordability preservation efforts and {2} most effective format for making this informaiion 
available, and use the results to modify the current means of conveying the data an these 
properties and make the data widely availtmle. 

The Department’s response: 

Over the last few years, our experience with providing information and various data on i 
variety of HUD pnogranis to the public has taught us that posung downloadable databases on the 
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worldwide web is the moM efficient and {waciical means to provide such information. The 
Department currmdy posts infrxmaiion and applicable data tegarding expiring rental assistance 
conlratison the Office of Housing’s Multifamiiy Housing web page. This information and data is 
used by a wide array of pt^iic and private entiues that are concemed about low-incorae housing and 
the preservMion of that bousing stock. Also in our expcnences. the Dcpaitment has found that in 
particular, any local or state agency itKcresied in obtaining this information and data does have the 
capacity to access the web page in today's computer environment. 

However, to the extent that addiiiotial intbnnaiion or data about the Department's inventory 
is needed by these entities, the Department can piovcde additional information and or data on the 
web page. 

As one of HUD’S priorities is to preserve affordable hcHising. the Department can also 
conunuc to improve the format for making this mfonnatjem available and if necessary, modify the 
current means of ctMivcying the data on these properties to make the data more widely available. 

Please n<He that the draft repon does contatn inaccurate desenptions of the programs and the 
use of stfttsidies. however, the Depamnent will limit additional comments to the following 
clarificuions: 

1} The Note on page 12 should be clarified and .restated say: 

Under certain conditions, a lender may transfer or '’assign" to HUD the mortgage note. 
Section 22!vgX4) allows a lender to assign certain 30-year old. current, HUD mortgages to 
HUO and die Department assumes the role of mortgagee and services the mortgage, 
tenders may also assign defaulted mortgages per the terms of the mortgage insurance 
contract. With the excepiion of 22 1 (gK**). the mortgage insurance protects the lender from 
los.ses in the event the owner fails to pay the mortgage. 

2) On page 1 3. first paragraph, last sentence should be clarified and restated to say: 

If Che rental assistance contract is in fruce. residents will continue to receive the benefits of 
project -based rental assistance, (f the contract termuiates, the residents will be eligible to 
apply {or regular or enhanced vouchers. 

3) On page 3 1. the chan should omit the Section 202 with capital advance and PRAC 
programs as these programs are not subjects of this report. 

4) On page 4, the last bullet of the Statement of Facts should be clarified to say: 

Although HUD is not required to protect tenants from rent increases due to mortgage maturity, 
most of these tenants would nonetheless be eligible for enhanced vouchers under rental 
assistance ^ogruns. such as Section 8 terumc-based subsidy, if propeny owners opted out of 
the expiring .rental assistance contract. 

3) On page 6. the bullet regarding the Section 236 Decoupling should be clarified lo .say: 
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Section 236 can be activaied when (he owner prepays the HUD mortgage and 

obtains craivcntitmai financing. By agreeing u> keep the property affordable for anodier five 
years, the owners cjbi keep the interest rate reduction payments that (hey were receiving when 
they had a HUD 5nanced mongage. 

Thank you ^;ain for the r^^iortuniiy to provide comments on this draft repon 
and if additiMial informuion can be provided to you. please feel free to contact Beverly Miller, 
Director of Mullifamdy Asset Man^cment (202) 708-3730. 



John C. Weichcr 
Assistant Secretary for Housing - 
Federal Housing Commissioner 
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GAO Contacts Andy nnkel (202) 512-6765 

Rich LaMore (617) 788-0571 


Staff addition to those named above, Mark Egger, Daniel Garcia-Diaz, Nadine 

ArlmnwlaHcfmcsni-c Garrick, Curtis Groves, Austin Kelly, John McDonough. John McGrail, 

iAClUlU ieu^ilieilLb Luann Moy, Barbara Boesmann, William Sparling, Thomas Taydus, and 

James Vitarello made key contributions to this report. 


( 2 . 50133 ) 
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IVlisSiOn General Accounting Office, the audit, evaluation and Investigative arm of 

Congress, exists to support Congress in meeting its constitutional responsibilities 
and to help improve die performance and accountability of the federal government 
for the American people. GAO examines the use of public funds; evaluates federal 
programs and policies: and provides analyses, recommendations, and other 
assistance to help Congress make informed oversight, policy, and funding 
decisions. GAO’s commitment to good government is reflected in its core values of 
accountability, integrity, and reliability. 


Obtaining Copies of 
GAO Reports and 
Testimony 


The fastest and easiest way to obtain copies of GAO documents at no cost is 
through the Internet GAO’s Web site (www, gao.gov) contains abstracts and full- 
text files of current reports and testimony and an expanding archive of older 
products, "nre Web site features a search engine to help you locate documents 
using key words and phrases. You can print these documents in their entirety, 
including charts and other graphics. 

Each day, GAO issues a list of newly released reports, testimony, and 
correspondence. GAO posts this list, known as “Today’s Reports," on its Web site 
daily. The list contains links to the full-text document files. To have GAO e-mail this 
list to you every afternoon, go to www.gao.gov and select “Subscribe to 
e-mail alerts” under the “Order GAO Products" heading. 


Order by Mail or Phone printed report is free. Additional copies are $2 each. A, check 

or money order should be made out to the Superintendent of Documents. GAO 
also accepts VISA and Mastercard. Orders for 100 or more copies mailed to a single 
address are discounted 25 percent. Orders should be sent to: 

U.S. General Accounting Office 
441 G Street NW, Room LM 
Washington, D.C. 20548 
To order by Phone: Voice: (202) 512-6000 
TDD: (202)512-2537 
Fax: (202)512-6061 


To Report Fraud, 
Waste, and Abuse in 
Federal Programs 


Contact 

Web site: www.gao.gov/fraudner/fraudnet.htm 
E-mail: fraudnet@gao.gov 

Automated answering system: (300) 424-5454 or (202) 512-7471) 


Public Affairs NeUlgan, Managing Director, NelliganJ@gao.gov (202) 5124800 

U.S. General Accounting Office, 441 G Street NW, Room 7149 
Washington, D.C. 20543 
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Chairman Ney, Ranking Member Waters, distinguished members of the Subcommittee on 
Housing and Community Opportunity, thank you for inviting the Department to testify on 
the GAO report entitled Multifamilv Housing: More Accessible HUD Data Could Help 
Efforts to Preserve Housing for Low-Income Tenants (GAO-4-201 . 

This Administration and the Department are firmly committed to preserving affordable 
housing. Historically, the Department’s rental housing programs have been designed 
primarily to develop subsidized projects that have rent affordability requirements for a 
fixed term. Therefore, the Department has focused on retaining these properties as 
affordable for at least the fixed term, and has worked with Congress to develop tools and 
incentives to maintain affordability in cases of rental assistance contract expirations. 
Although these tools and incentives do not specifically address mortgage maturity, some of 
these incentive programs such as the Mark to Market and the Section 236 Decoupling have 
extended the affordability restrictions beyond the maturity of the insured mortgage. 

To date, the Department has been very pleased with the success of the role of these 
programs in assisting in the Department’s efforts to preserve the affordable housing stock. 
Under this Administration, we have over 1,000 projects with over 86,000 units processed 
under the Mark to Market Program, over 350 projects with approximately 32,000 units 
processed under the Section 236 Decoupling Program and approximately 800 projects with 
some 80,500 units processed under the Mark Up to Market Program. In these three 
programs combined, the Department has preserved the affordability of over 2,000 projects 
with about 200,000 units. 

The Section 202 Prepayment Program also allows owners to prepay their HUD loans and 
obtain other financing, but keep the affordability use restriction until the maturity of the 
original loan. The refinancing of these loans allows additional funds to be made available 
to modernize and rehabilitate these projects to ensure their long-term affordability even 
beyond the prepayment of the loan. Due to the increasing number of sponsors desiring 
FHA insurance to refinance these aging projects, the Department has been reviewing its 
procedures to provide more flexibility in underwriting an FHA-insured loan to replace the 
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Section 202 loan. In recognition of the great need to assist these affordable elderly 
housing projects and preserve this housing stock, the Department is preparing a notice to 
allow these loans to be underwritten at the existing Section 8 rent even if above market 
levels. This change should enable substantially more Section 202 projects to be refinanced 
through FHA and provide capital needed to make necessary repairs and improvements to 
improve long-term viability. 

Although the incentives to extend affordability do not directly address the termination of 
the affordability requirements resulting from mortgage maturity, the Mark Up to Market, 
Mark to Market and Section 236 Decoupling Programs all provide incentives to owners to 
continue to provide affordable housing on a long-term basis and beyond the mortgage 
prepayment while improving the physical and financial viability of the properties. These 
incentives have substantially decreased the actual numbers of insured mortgages that 
would normally be maturing in the next 10 years. In the GAO Report, they reviewed 
properties with HUD mortgages that originated from 1959 through 1962 and found that 
only 8, or 1 1% of the properties had reached mortgage maturity. This data supports the 
Department’s position that these incentives are preserving affordable units for an extended 
period of time beyond the original mortgage maturity date. 

Currently, there is no statutory authority for the Department to offer residents special 
protections, such as enhanced vouchers, when a mortgage matures unless rental assistance 
is also provided. In some of the programs such as Section 221(d)(4) and Section 207 
addressed by the GAO study, there is not and never was an interest rate subsidy. However, 
some residents receive rental assistance, and depending on the type of rental assistance a 
resident receives, a resident may be eligible to receive a voucher or continue with the 
project-based rental assistance notwithstanding the section of the Act even though the 
mortgage has matured. 

As the GAO report states, there are a total of 236,650 units in 2,328 properties where the 
mortgages are scheduled to mature through 2013. Of this universe, 134,087 units (57%) 
receive project-based Section 8 assistance or other rental assistance. These residents will 
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continue to benefit from affordable rents and be protected, regardless of when the 
mortgage matures, as long as there is a rental assistance contract. Under current rules, if 
the rental assistance contract expires or the owner elects not to renew the contract (opts out 
of the contract), eligible residents are provided vouchers. Historically, Congress has 
always provided appropriate renewal funds for these contracts. 

The remaining 43% of the units in the GAO study (101,730) receive the benefit not from 
rental assistance but rather through the mortgage rate interest subsidy. * In properties 
financed under the Section 221(d)(3) BMIR and Section 236 programs, many residents do 
not receive rental housing assistance. The question has been raised as to whether the 
residents who do not receive rental assistance are able to afford the potential increased 
rents upon the mortgage maturing. It should be noted that residents of these projects 
typically have a higher income than those under the rental assistance programs. The 
Section 236 program has no income limitations, and properties financed under the Section 
22 1 (d)(3) BMIR program allow residents with incomes of up to 95 percent of area median 
income. These are in contrast to project-based Section 8 which limits residents’ incomes to 
less than 80 percent of area median income. It is also important to note that unassisted 
residents of Section 221(d)(3) BMIR and Section 236 projects have average household 
income that is somewhat greater than that of residents who receive rental assistance. In a 
1998 HUD study, residents in the Section 221(d)(3) BMIR without rental assistance had an 
average household income that was 83% greater than that for residents in a Section 
22 1(d)(3) BMIR project with rental assistance. The average income of a household in a 
non-rental assisted unit was $22,000 as compared to an average income of $12,000 for a 
household in a rental-assisted unit. Households in Section 236 units without rental 
assistance had an average household income that was 30% greater than that for residents in 
Section 236 project with rental assistance. The average income of a household in a non- 
rental assisted-unit was $13,000 as compared to an average income of $10,000 for a 
household in a rental-assisted unit. Based on these statistics, these residents potentially 

The residents of only 833 units (less than 1%) receive no rental assistance or benefit of a mortgage interest 
rate subsidy since they reside in market rate properties insured under sections 221(d)(3), (d)(4), or 231. This 
is the entty to balance with the GAO’s total universe. 



202 


should have the ability to afford higher rents. And in the case of the Section 236 program, 
many of these residents may have been paying these higher rents throughout the mortgage 
term. 

Actual history shows that many projects remain affordable after loan maturity. Data 
gathered in conjunction with the GAO report indicate that there were 32 properties where 
the HUD-insured mortgage had matured between January 1, 1993 and December 31, 2002. 
Of these 32 properties, sixteen are still serving low-income residents through rental 
assistance contracts and ten properties that have no rental assistance contracts were 
identified as affordable to residents with incomes below 50% of area median income. 

After mortgage maturity, over 80% of the properties (26 of 32) remain affordable to low- 
and moderate-income residents. 

Therefore, because of incentives provided currently, such as vouchers and actual 
experience, it would appear that there are few projects at risk of losing the affordable 
housing units. For those projects where the mortgages do mature, the projects are 
remaining affordable despite the mortgage maturity. 

The Department certainly concurs with GAO that it is helpful to notify our partners, both 
local and state governments, when HUD-insured properties have the potential to leave 
HUD programs. In accordance with GAO’s recommendation in the Report, in the past 
thirty days, the Department has begun posting a listing of HUD-insured mortgages and 
Section 202 loans expiring in the next 1 0 years. The Department will continue to post 
information and applicable data regarding expiring rental assistance contracts on HUD’s 
website. 

The Department is also planning to solicit comments from our industry partners on the 
information and data that is being provided so that we are able to continue to improve the 
format and if necessary, modify the current means of conveying the data on these 
properties to make the data more widely available and accessible. 
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That concludes my testimony. I would happy to respond to questions that you may have at 
this time. 



204 


National Housing Trust Statement to House 
Subcommittee on Housing and Community 

Opportunity 

House Financial Services Committee 

Washington, D.C. 

July 20, 2004 



Testimony of Michael Bodaken 
House Financial Services Subcommittee 


205 


Page 2 


Chairman Ney, Ranking Member Waters and members of the Subcommittee, 
thank you for inviting me to testify today. My name is Michael Bodaken. I am the 
President of the National Housing Trust (“the Trust”) a national nonprofit organization 
formed in 1986, dedicated exclusively to the preservation of affordable housing. Our 
Board of Directors includes representatives of all major interests in the preservation area, 
including tenant advocates, owners and managers, state housing agencies, national and 
regional nonprofit intermediaries, housing scholars and other housing professionals who 
care deeply about protecting this irreplaceable resource. 

The Trust serves as a preservation clearinghouse to the public and private sector. 
In addition to its public policy and program monitoring role, the Trust provides technical 
assistance to nonprofits seeking to protect and secure affordable multifamily housing, 
makes loans to others to finance such activities and in a joint venture with the Enterprise 
Foundation, has preserved and improved thousands of apartments which it owns as the 
managing general partner. Over the past decade, the Trust’s technical assistance, lending 
and ownership efforts have helped save nearly 16,000 apartments in over 30 states. More 
than 85 percent of these apartments are existing HUD insured and/or subsidized, 
raultifamily housing including Section 236 and 221(d) (3) BMIR properties, properties 
eligible for preservation in HR4679. 


Introduction 

Today's testimony will cover the following discrete areas: 

• Explain why it is critical to preserve federally assisted, well located, mixed 
income housing. 

• Provide some technical suggestions to the language of HR4679, the 
“Displacement Prevention Act of 2004.” 


1. Preserving the Stock of Federally Assisted Housing Is Crucial: This Stock is 
Geographically Widespread Throughout Every State 

The nation's market supply of decent, affordable housing for poor families and 
elderly does not currently meet the demand for that product. All too often, this 
fundamental fact is lost in our discussions of contemporary housing and community 
development policy. 

The Trust therefore welcomes the introduction of HR4679. The “Displacement 
Prevention Acf’ would help preserve and improve an important segment of the 
affordable, privately owned HUD subsidized inventory. The bill allows those of us 
concerned about this issue an opportunity to remind our elected leaders of the endemic 
loss of this government resource and the role of the federal government in its salvation at 
an acceptable cost to the American taxpayer. 
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The January 2004 GAO report “More Accessible Data Could Help Efforts to 
Preserve Housing for Low Income Tenants” makes clear that since the 1950’s, HUD has 
subsidized approximately 1,7 million rental units in over 23,000 privately owned 
properties that are generally affordable to low income residents. Indeed, as the tables 
accompanying the GAO report make clear, this housing is spread across every state and 
nearly every Congressional district in the nation. According to HUD, the vast majority of 
those occupying this housing are very low income households; 40 percent are said to be 
elderly households. 

The context in which HR4679 is introduced is a supply of subsidized housing 
already at risk of loss. Indeed, over 1 5 percent of this housing resource has already been 
taken from our nation’s affordable housing inventory. Over the past three decades, real 
estate inflation has sharply increased the value of many of these properties. As a result, 
many of the properties have been converted to market rate properties. Indeed, according 
to a report published by the Trust just two months ago, over 300,000 valuable HUD 
subsidized units have been lost to this 1.7 million unit inventory just over the past 8 years. 

The number of project-based units subsidized through HUD rental assistance and 
mortgage subsidy programs has thus declined to no more than 1 .4 million affordable 
apartments in 2004. There are various reasons for this decline, including owners’ 
decisions to opt out of Section 8 contracts upon expiration, termination of Section 8 
contracts by HUD due to enforcement actions and prepayment of HUD insured 
mortgages. A copy of the Trust report documenting this HUD subsidized housing loss is 
attached at Tab 1. 

Any attempt to stem this rising tide of housing loss is more than welcome. While 
we agree with the GAO that accessing existing data is a necessary first step, this does not 
constitute a sufficient response to this pending housing crisis. As recently noted by the 
Joint Center for Housing Studies of Harvard University: 

“The already scarce supply of low-cost housing continues to 

Shrink because of physical deterioration on the one hand and 

Gentrification on the other 

But long terra contracts for subsidized rental units continue to expire, 

placing huge demands on the limited supply.” 

State of the Nation’s Housing, 2004, p. 28. 
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Affordable Housing Loss Due to Mortgage Maturation 

As the GAO report makes clear, there are affordable HUD subsidized housing 
losses just on the horizon. The GAO report explains where there is no existing subsidy 
other than the HUD mortgage in place, elderly and family tenants residing apartments 
with maturing mortgages are threatened with involuntary displacement. According to the 
GAO, more than 193,000 apartments may lose their current affordability as property 
owners who hold mortgages with favorable FHA financing finish paying off their HUD 
below market rate mortgage. Once the mortgages mature, the owner is generally free to 
convert the property to market. If the owner prepays the mortgage, tenants receive 
enhanced vouchers. However, in any event, owner choices as mortgages mature will 
undoubtedly lead to loss of critically needed affordable housing and potential 
displacement of tens of thousands of families and elderly households. Indeed, according 
to the GAO, over 100,000 of these apartments have no other government support which 
means the 200,000 individuals who reside in these apartments, many of whom are elderly 
or disabled, are at particular risk of displacement. 

While the GAO observed that different states had varying rates of loss due to 
mortgage maturation, the data indicates the potential loss is geographically widespread. 

As indicated in Tab 2, nearly half of the states stand to lose more than 20 percent of their 
entire, existing HUD subsidized housing stock unless something is done now to attenuate 
this issue. For example, in California, more than 25 percent of its existing HUD stock is 
within the universe surveyed by the GAO. 17 percent of Ohio’s HUD assisted stock is in 
this same circumstance. 

HR4679 Authorizes Three Methods to Help Preserve the Affordability of this 
HUD Housing Resource 

Consistent with current federal preservation law, the bill provides incentives to 
owners of these properties in return for which the properties would remain affordable to 
low and moderate income households. HR4679 authorizes HUD to use $675 million of 
previously appropriated, but unused, HUD funds for up to 1,835 properties covered by 
two of HUD’s below market rate insured mortgage programs: Section 221(d) (3) BMIR 
or Section 236. The bill would allow HUD to provide resources to owners (or 
purchasers, infra) for one of three purposes: 

1 . Rehah Grants: A one time grant could be provided to owners for 
rehabilitation of the property who agree to extend the affordability 
requirements for a minimum of 20 years. 

2. Acquisition Grants: A one time grant to nonprofits would be provided for the 
acquisition of Section 221(d) (3)BMIR or Section 236 properties with expiring 
mortgages in' return for the nonprofit agreeing to maintain the affordability 
requirements for the remaining useful life. 
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3. Annual Gap Payments: Where the subsidized rent was below comparable 
market rent, the bill would allow current owners to cover the difference 
between the subsidized rent and the comparable market rent, so long as the 
owner agreed to extend affordability requirements for not less than 10 years. 

Such HUD payments would be targeted to properties that were clearly in need: the 
bill provides needs based criteria such as the date of mortgage maturation, the extent to 
which the apartments are occupied by low income residents and to the extent the owner’s 
agreement of affordability exceeds the minimum eligibility thresholds. HUD is free to 
adopt other criteria in the regulations adopted to implement the bill.' 


Technical Suggestions to Strengthen 
And Further Implement the Intent of HR4679 

The Trust strongly supports HR4679. The bill artfully balances the interest of 
owners and the public interest in maintaining this housing resource. What follows are a 
few suggestions that we believe will accomplish the goals of the authors and target 
federal preservation resources to existing state and local preservation resources. 

1. The Form of Federal Assistance Should Be Either Grants or Deferred Loan. 
at the Owner's or Purchaser 's Option. Owner or Purchasers Who Syndicate 
With Low Income Housing Tax Credit Will Be Able To Access More Tax 
Credit Equity from States for Preservation if the Federal Assistance Is 
Structured as a Loan. 

Faced with a growing affordable housing crisis, state and local governments are 
increasingly turning their attention to preserving existing HUD assisted, multifamily, 
affordable homes. Many states and localities are devoting precious resources, including 
low income housing tax credits, private activity bonds and other state and local funds to 
this end. 

Three years ago, the Trust conducted an informal survey of housing finance 
agencies to determine which agencies were prioritizing or setting aside low income 
housing tax credits to preserve federally-assisted or insured, multifamily housing. At that 
time, only six states were concerned enough about the loss of federally-assisted housing 
to dedicate a portion of their most plentiful housing resource — low income housing tax 
credits — to preserve and improve affordable, multifamily homes. Today, more than 40 
city and state agencies prioritize preservation through points or a specific preservation 
set-aside in their Qualified Allocation Plans (QAPs). 


' In other testimony before the Subcommittee, Recap Advisors observes that owners are more likely to prepay their 
mortgages as their mortgage balances decline towards the end of the amortization period. The tenants will receive 
enhanced vouchers, but the nation will still suffer a loss of housing stock. We join Recap in recommending that 
HR4679 be adopted and that Congress extend Section 8 voucher eligibility to properties owned by nonprofits or 
assisted by Rent Supplement, 
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We now estimate that over 30,000 HUD assisted and/or insured, multifamily units 
were preserved and improved with low income housing tax credits over the past year (See 
Tab 3 for the latest NHT Working Paper: “Affordable Housing Preservation Initiatives: 

A State by State Summary”). 

HR4679 allows federal resources to play a role together with states and localities. 
To the extent states and localities are using low income housing tax credits to preserve 
HUD assisted stock, HR4679 should allow the federal resources to be treated as either a 
grant or “loan.” Current tax credit rules allow the user more “credit” if the resources 
brought to the transaction are not treated as taxable income. Grants are typically treated 
as income. Hence, the nonprofit purchaser or owner may well elect to treat the HUD 
resource as a loan to maximize the tax credit equity available to help preserve the 
propert y.^ 


2. Permit or Require HUD to Defer or Eliminate Flexible Subsidy Loans Made 
on Maturing HUD Section 236 or 221(d) (3) BMIR Mortgages. 

According to knowledgeable observers, many Section 221(d) (3) BMIR and 236 
projects are burdened with “flexible subsidy” loans that will come due, with accrued 
interest, at the time of HUD mortgage maturity — jeopardizing their continued 
affordability. HR4679 should include a provision authorizing HUD to forgive or defer 
these loans where owners agree to extend affordability for the term of deferment, e.g., a 
minimum of 20 years. The choice of forgiveness or rollover should be at the owner's 
option; for-profit owners may face adverse tax consequences if debt is entirely forgiven. 
Because such loan forgiveness or deferral is not counted as part of HUD’s appropriation, 
this suggestion has no appropriations impact. At a minimum, HUD should provide the 
subcommittee a list of all properties in data gathered by the GAO which have flexible 
subsidy loans as part of their current financing. 


^ Although not asked to comment on the matter, the Trust believes that there is sufficient nonprofit capacity to acquire 
and keep affordable properties sold by owners of properties with maturing mortgages. The overall capacity and 
sophistication of nonprofits has increased dramatically ovct the past 5 years. National and regional nonprofit 
organizations are pursuing preservation like never before. TTie John D. and Catherine T. MacArthur Foundation has 
funded a preservation loan and grant program of up to $45,(K)0,000 to foster preservation at the national, regional and 
local level- Moreover, a number of national nonprofit organizations have formed their own membership group. 
Stewards for Affordable Housing for the Future (“SAHF” pronounced “SAFE”). SAHF’s nonprofit members own 
more than 62,000 affordable apartments in 46 states. 
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5. Make Clear that "Nonprofit Entities " Should Include Limited Partnerships or 
Limited Liability Corporations controlled by the Nonprofit organization or its 
affiliate as a Managing General Partner or Managing Member. There is 
Ample Precedent for this Clarification. 

As explained above, owners and nonprofits are increasingly using low income 
housing tax credits in the preservation and improvement of existing, affordable HUD 
multifamily stock. Often the actual ownership organization is required to be legally 
defined as a limited partnership or limited liability corporation. Hence, the bill should 
recognize this in its language offering assistance to “nonprofit entities.” The eligible 
nonprofit entity should further be defined to include limited liability corporations, the sole 
member of which is a nonprofit, as a nonprofit organization under the bill. 

There is ample precedent for this change: Appendix C HUD’s current Mark-to- 
Market Program Operating Procedures Guide allows for limited partnerships where the 
sole General Partner and where the Limited Liability Company’s sole managing member 
is a nonprofit. Further, Chapter 15 of the Section 8 Renewal Policy Guide recognizes that 
a "nonprofit "controlled” limited partnership" can get Mark-up-to-Market under the 
nonprofit exception. 


4. Allow Nonprofit Buyers to Use the Acquisition Grant for the Purchase Price 
of the Property and Allow Nonprofit Purchasers the Rent Subsidy Assistance 
Offered to Current Owners. 

Section 3(c) (3) of HR4679 covers the eligible uses a nonprofit may use in its 
acquisition of a multifamily property covered by the Act. HR4679 does not allow for the 
eligible use to include the purchase price of the property. The Trust urges the 
Subcommittee to delete this provision to allow the grant to include the purchase price to 
be an eligible use of the grant. 

Section 3(d) of HR4679 permits gap payments to current owners to cover the 
difference between the subsidized rent and the comparable market rent, so long as the 
owner agreed to extend affordability requirements for not less than 10 years. This same 
resource should be available to nonprofit buyers. If nonprofit buyers purchase properties 
at market prices, they may well need to raise rents to cover the increased debt service/loan 
costs of acquisition and rehabilitation. The Trust often assists nonprofit buyers who ask 
HUD for comparable “mark-up-to-market” assistance in such transactions. Essentially, 
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the provision of such “mark-up-to-market” rental assistance prevents this rent hike from 
being unfairly foisted upon existing low income renters^ 


Exit Tax Relief 

The Trust understands that this subcommittee does not have jurisdiction over 
housing tax matters. However we did want to briefly mention how very encouraged and 
grateful we are by Congressman Ramstad’s and Cardin’s introduction of legislation to 
preserve affordable housing. That legislation, the “Affordable Housing Preservation Tax 
Relief Act,” (HR3485) is a welcome attempt to address tax issues associated with the 
preservation of HUD assisted and insured, multifamily housing. The Trust applauds these 
efforts."* 

Congress established the Millennial Housing Commission (MHC) and charged it 
with taking a thorough took at what the government was doing to fill the huge unmet 
need in this country for affordable housing. One of the key recommendations in that 
report was for Congress to provide a “new tool” to encourage the transfer of affordable 
housing properties to entities that agree to maintain the properties and keep them 
affordable. The Ramstad-Cardin legislation closely tracks these recommendations and 
we look forward to continuing to work with the authors to see that their legislation, or 
some variation of it, becomes law. We encourage the Subcommittee to support their 
efforts, given the critical role that this Subcommittee plays in affordable housing policy. 

Conclusion 

Thank you again for the introduction of HR4679. The adoption of HR4679 today 
can mitigate tomorrow’s affordable housing loss. 


^ The Trust strongly supports providing enhanced vouchers to residents of these properties at time of mortgage 
maturation. Moreover, the notice provision in the Act could prove useful to a locality that intends to make a last ditch 
effort to save the housing prior to mortgage maturation. 

^ The Joint Center for Housing Studies of Harvard University has observed: “Unless relieved of this ‘exit tax,’ these 
owners wilt remain reluctant to sell their properties at a price that would allow community organizations to purchase 
and preserve the affordable units. Although preserving low-cost housing can be expensive (especially if lead based 
paint is involved), replacement is typically even more costly. "State of the Nation's Housing, 2004, p. 29. 
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Both H.R. 4679 (the Displacement Act of 2004) and H.R. 3485 (the Affordable Housing 
Preservation Tax Relief Act of 2003) introduce important new tools for preserving at-risk affordable 
housing properties. Recap strongly supports each bill and urges Congress to enact the proposed 
legislation. We also encourage Congress to broaden the reach of existing preservation initiatives as 
outlined below, by expanding eligibility for Enhanced Vouchers, clarifying legislative intent regarding 
Section 236 IRP Decoupling and Section 8 Mark Up to Market, and causing HUD to establish clear 
asset management policies for properties approaching mortgage maturity. These actions will result in the 
preservation of many more at-risk properties. 

1. Amend statutory authority to expand eligibility for Section 8 Enhanced Voucheis. 

Section 8 Enhanced Vouchers are an important tool for protecting low- income households from 
significant rent increases upon expiration of Section 8 contracts and/or prepayment of certain FHA- 
insured mortgages. While Enhanced Vouchers were originally only available to properties eligible for 
the LIHPRHA and ELIHPA preservation programs. Congress has at least twice expanded eligibility to 
cover other types of at-risk properties. Only a small subset of properties, chiefly those owned by non- 
profit organizations, are not eligible for Enhanced Vouchers upon mortgage prepayment. Congress 
should now further expand Section 8 Enhanced Voucher eligibility by amending section 8(t) of the 
United States Housing Act of 1937 [42 U.S.C. 1437(t)] to include these properties: 

a. Section 221(d)(3) and Section 236 properties owned by non-profit organizations. 

b. Properties receiving Rent Supplement payments pursuant to Section 101 of the Housing and 
Urban Development Act of 1965. 

c. Section 202 properties with subsidized interest rates (generally built prior to 1975). 
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Consistent with past amendments, properties without unilateral mortgage prepayment rights 
should receive Section 8 Enhanced Vouchers only in ttie context of a prepayment/ preservation 
transaction approved by HUD, 

In addition, Congress should make Enhanced Vouchers available to all properties in the Section 
221(d)(3), Section 236, and Section 202 portfolios at mortgage maturity, to ensure residents are 
protected once affordability restrictions end and owners need to raise new capital for renovations and 
other needs. 

2. Clarify legislative intent to improve current preservation initiatives. In recent years, 
Congress has amended existing legislation to create new preservation initiatives for the Section 236 and 
Section 8 portfolios (the “IRP Decoupling” and “Mark Up To Market” programs, respectively). 
Unfortunately, HUD’s administrative guidance implementing these initiatives has unduly limited the 
number of properties able to be preserved; 

a. Section 236 IRP Decoupling. In 1999, Congress amended Section 236(e) of the National 
Housing Act to permit retention of Interest Reduction Payments (IRP) following prepayment 
of a Section 236 mortgage, provided the owner agreed to extend affordable use restrictions 
for a period equal to the remaining term of the IRP contract plus an additional five years. 

The retained IRP is only valuable to the extent that HUD does not reduce the project rents 
by the amount of this subsidy following project preservation, a decision made by HUD on a 
case-by-case basis. The criteria HUD has established in making this determination are 
reasonable, with the sole exception of a broad policy to reduce rents by the amount of the 
IRP if a refinancing owner proposes an equity takeout. The effect of this policy is to negate 
the value of retaining the IRP, eliminate the incentive to preserve the property, and 
encourage market-rate conversion. HUD should revise its policy so that a rent reduction is 
not required when an owner proposes an equity takeout, so long as: 

• property renovation needs are addressed, 

• residents are protected from unreasonable rent increases, and 

• the owner agrees to the required extension to affordability restrictions. 

b. Section 8 Mark Up To Market. Congress enacted the Mark Up To Market program in 
FY 2000 through changes to Section 8 rent-setting mechanisms described at Section 
524(a)(4)(A) and (C) of the Multifamily Assisted Housing Reform and Affordability Act. 
This program permits Section 8 project-based rent increases up to market levels in 
exchange for a minimum five-year renewal by the owner. Currently, to be eligible 
properties must have market rents that are at least equal to 100% of the HUD “Fair Market 
Rent” (FMR) for the metropolitan statistical area, but HUD has the discretion, according to 
statute, to reduce this cap if it is necessary to cover Section 8 projects “with a high risk of 
non- renewal”. 


Additional Material for the Record submitted by Todd Trehubenko, Recapitalization Advisors. Inc. 


Page 2 



214 


Unfortunately, FMR levels are not necessarily a reliable indicator of local submarket rents 
or the viability of a Section opt-out; many owners can and do opt out of affordability so 
long as the market rents are above the tents paid under the expiring Section 8 contract, 
whether or not these rents exceed the FMR. HUD can more successfully target projects at 
risk of non- renewal by using its discretion to eliminate the FMR test and instead encourage 
Mark Up to Market for all properties whose current rents are below comparable market 
levels. 

Congress should clarify for HUD that its intention in amending the Section 236 and Section 8 
statutes was to broadly authorize new financial incentives for owners of at-risk properties in exchange 
for extended affordable use restrictions. To the extent that some of the criteria established by HUD are 
unnecessarily restrictive and hinder preservation efforts, these standards should be revised. 

3. Require HUD to develop clear policies for properties approaching mortgage 
maturity. As the GAO report notes, HUD does not offer any program of incentives or tools to keep 
maturing mortgage properties affordable once the loans are paid off. The need for such a program is 
very clear, and Recap encourages Congress to enact new legislation to address this critical gap in 
federal housing policy. In the interim. Congress should require HUD to develop clear asset 
management policies with respect to the maturing mortage portfolio. The current lack of guidance 
creates unnecessary uncertainty among owners, lenders, and residents in the years leading up to the 
scheduled payoff. Some of the most pressing issues to be addressed through administrative guidance 
are: 


a. The extent to which residents of these properties are eligible for rental assistance at 
mortgage maturity under current law, and whether that assistance is available only to 
residents currently receiving Section 8, Rent Supplement, or other rental subsidies. HUD 
should state resident eligibility standards upon mortgage maturity and describe the process 
for obtaining assistance. 

b. Continued applicability, if any, of federal housing quality standards once the mortgages are 
retired. HUD should specify the applicability of standards and the enforcement process. 

c. What methodology HUD expects to use to establish project rent levels if rental subsidy 
contracts continue following mortgage maturity. If rents are to be budget-based rather than 
set at comparable market rents, HUD should specify how new financing costs (replacement 
and/or rehab loans, debt service, lender debt service coverage, etc.) will be recognized in 
the rents approved for the project. 
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American Association of Homes and Services for the Aging 
Subcommittee on Housing and Community Opportunity 
“Preserving Low-Income Multi-Family Housing” 

July 20, 2004 


The American Association of Homes and Services for the Aging (AAHSA) is pleased for 
this opportunity to present written testimony for the record on the recent GAO study 
completed at the request of Chairman Oxley and Ranking Member Frank on the use of 
data about HUD’s affordable housing inventory, mortgage maturation and preservation 
for low income tenants; and about Congressman Frank’s recently introduced legislation, 
“The Displacement Prevention Act”, HR 4679, AAHSA represents more than 5,300 
mission-driven, not-for-profit affordable senior housing facilities, nursing homes, 
continuing care retirement communities, assisted living properties and community service 
organizations, of which more than 2300 are housing members. Every day, our members 
serve more than one million older persons across the country, AAHSA is committed to 
advancing the vision of healthy, affordable, ethical long-term care for America, 

AAHSA is the largest organization representing nonprofit sponsors of senior housing. 

Our members own and manage more than 300,000 units of federally assisted and market 
rate housing - and we represent the largest number of sponsors of HUD Section 202 
Supportive Housing for the Elderly projects. Housing is the foundation of and a critical 
part of the long-term care continuum. 

That is why we are interested in and supportive of any action that encourages the 
preservation of affordable housing for seniors, particularly in this era of constrained 
funding availability. These include accessing better data as in the GAO Report and new 
federal strategies for preservation that do not require new appropriations. That is also 
why we are offering our comments on the Report, on the introduced legislation, and other 
preserv'ation strategies. 

Many of our nation’s seniors live in poverty and struggle to locate and afford decent, safe 
and sanitary housing. According to Harvard’s State of the Nation 's Housing 2004, more 
than one third of the 21.8 million senior households have incomes at or below $17,500 as 
measured by the American Housing Sun'ey for 2001. Among the 6.5 million lowest 
income elderly households who rent their homes, 38 percent pay more than 50 percent of 


Advancing the Vision of Healthy, Affordable, Ethical Aging Services for America 

WfLLIAM T. SMITH. Ph.D. WILLIAM L. MtNNIX. JR, D.MIN. 

CHAIR PRESIDENT AND CEO 
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their income for rent and are severely rent burdened. The 2001 Survey of Consumer 
Finances has even more startling statistics - 46 percent of elderly renters who have 
incomes of $16,000 or less had net wealth of less than $1000 and 35 percent had less than 
$250. 

In addition, the supply of existing decent affordable housing is dwindling as owners 
convert affordable housing into market rate housing in hot real estate markets, 
exacerbating the critical shortage of affordable senior housing. According to the National 
Housing Trust, nearly 83,000 federally assisted units for the elderly are at risk of leaving 
the inventory of affordable housing; 1 5,000 already have been converted by owners 
simply fed up with HUD or whose housing can command true market rents in booming 
areas, 

AAHSA would like to thank Chairman Oxley and Congressman Frank for requesting the 
GAO Report well in advance of what appears to be a potential acceleration of the loss of 
affordable housing. It will give policy makers the opportunity and the time to carefully 
consider initiatives to forestall any crisis. AAHSA also would like to thank Congressman 
Frank for introducing legislation that marks a good first step in addressing the findings of 
the Report and preserving at risk affordable housing. 

The GAO Report makes it abundantly clear that impending mortgage maturations 
represent a potential loss of affordable housing. As well, the limited availability of 
enhanced vouchers for older, non-profit owned properties in need of recapitalization 
represents potential displacement for hundreds of very low-income tenants if 
rehabilitation is undertaken to preserv'e the properties. Both realizations are critical to 
preventing displacement of low-income renters and to presen'ing affordable housing. 

The Report finds that more than a quarter million low-income units may no longer be 
affordable as property owners who hold mortgages with Federally assisted financing pay 
off the mortgages-or the mortgages mature. Once the mortgages mature, low-income 
tenants may be required to pay market-rate rent or find another subsidized dwelling. Of 
the families in those units, nearly half have paid lower rents as a result of favorable 
financing terms, including lower interest rates, but have no rental assistance that will 
extend past the mortgage maturation date. While in all likelihood non-profit owners will 
continue to operate the housing as affordable housing, for profit owners may take the 
opportunity to convert the housing to market rate housing. 

Many of the non profits who make up AAHSA’s membership look at the impending 
mortgage maturations as opportunities to purchase properties owned by for profits, but 
also as opportunities to recapitalize properties that they own, including by acquisitions. In 
HR 4679, non profit purchases of for profit owned properties are eligible for assistance in 
acquisition and rehabilitation and tenants without rental assistance would be eligible for 
enhanced vouchers; however non profit owners who need to recapitalize their aging 
properties will receive no assistance; nor will tenants currently without rental assistance 
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receive enhanced vouchers in the event of necessary rent increases. AAHSA believes not 
providing incentives and benefits to non-profit owners and unassisted tenants in non- 
profit owned buildings is a mistake. 

Section 202 Properties 

Although not covered by HR 4679, Section 202 properties are at risk upon mortgage 
maturation, simply because they are in need of repairs and recapitalization that can not be 
paid for by the rents currently in place. The original Section 202 program was a 3% loan 
for 50 years targeted to low-income elderly and sponsored by non-profits. A total of 289 
projects with 42,700 units (59% efficiencies) were built during the initial period (1959- 
1974). Many of those projects later requested section 8 assistance under the loan 
management set aside program, or had rent supplement contracts added. However, there 
remain a number that do not have section 8 contracts for a portion or all of the units in 
these older buildings. The GAO Report identities 41 Section 202 properties with 
mortgages maturing through 2013. Of the 3208 units in those properties, only 871 or 27 
percent have section 8 assistance. Tenants are paying extremely low rents (what the 
market will bear for out of date, typically efficiency apartments, in low income 
neighborhoods) to remain in their homes and tenant incomes are quite low. 

Without infusions of cash to complete major rehabilitation and reconfiguration of 
obsolete efficiencies, and without enlianced voucher assistance for unassisted residents, 
these properties are destined to fail and residents will be displaced. Even with the good 
intentions of non-profit sponsors, these properties are at risk. Therefore, as HR 4679 is 
considered, AAHSA recommends that Section 202 properties be considered eligible 
properties for assistance under the legislation. 

As an additional preser%'ation and displacement prevention measure, AAHSA also 
recommends that the Congress expand the eligibility for enhanced vouchers to Section 
202 unassisted residents where mortgages are prepaid in acquisitions and in prepayments 
under the provisions of the American Homeownership and Economic Opportunity Act of 
2000 (P.L. 106-569). Currently, when non profit owners of these original projects look 
into refinancing for the purpose of preserving affordable housing or selling to another 
non profit to maintain the housing as affordable senior housing, those tenants without 
section 8 are not eligible for enhanced vouchers or any rental assistance to pay for the 
inevitable rent increases that will be necessary to cover the costs associated with new 
financing for rehabilitation. As non-profit sponsored properties. Section 202s were not 
eligible to receive benefits under the Low Income Housing Preservation and Resident 
Homeownership Act (LIHPRHA) and, therefore, residents without rental assistance are 
not eligible for enhanced vouchers. 

One of our members is acquiring a property in the Cleveland area that exemplifies these 
issues. The property was developed in the early I970’s when HUD enticed faith-based 
and other non-profits to address a severely underserved senior housing market by 
building small, efficiency units. Sixty percent of the units are efficiencies. The current 
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non-profit owner has worked hard to maintain the building and keep the rents low, 
reflective of the neighborhood. Over time, however, apartments that were once desirable 
and marketable have been overshadowed by newer, more attractive and marketable 
affordable alternatives for the elderly. Over time, like the residents, the building and its 
systems have aged, in need of rehabilitation and reconfiguration. 

None of the residents receives rental assistance and are ineligible for enhanced vouchers 
once the rehabilitation is complete. To overcome this dilemma and to avoid displacing 
low income elderly, the purchaser has had to piece together funding from at least four 
sources, including the city, the state, tax credit equity, and subordination of existing HUD 
debt. Had enhanced vouchers been available from the outset, funding streams at least 
from the city and the state may have been unnecessary and available for other affordable 
housing projects. 

It is for these types of projects that eligibility for enhanced vouchers, as a critical 
preservation tool, makes sense. 

Section 236 and Section 221(d)(3) 

Similarly, Section 236 and Section 221(d)(3) properties that are owned by non-profits are 
at risk as mortgages mature. Like the Section 202 properties, when the mortgages mature 
and IRP contract has expired, the properties may need recapitalization. Current residents 
that relied on the ERP paid on their behalf may be forced to pay the market rent. If repairs 
are necessary with costs that exceed the portion of the current rent that is attributable to 
debt service, and the market rent is increased, tenants without rental assistance or section 
8 will see their rents increase as well. As in properties owned by for profit owners, the 
risk of loss of affordable housing is very real without capital and enhanced vouchers. 
Therefore as HR 4679 moves through the legislative process, AAHSA recommends that 
non profit owned properties be eligible for benefits and incentives to keep the housing in 
good condition and affordable. 

As another preservation tool for non profit owned Section 236 and 221(d)(3) properties 
that are partially subsidized, AAHSA recommends that unassisted residents upon 
prepayment of the mortgage in an acquisition or recapitalization prior to mortgage 
maturation, be eligible for enhanced vouchers. Currently, when non-profit owners prepay 
their mortgages to undertake a de-coupling, for example, they do so under section 250 of 
the National Housing Act; and are not subject to LIHPRAA. The thinking then (1990) 
was that non-profits who are mission driven should not or would not be prepaying their 
mortgages. But that thinking did not take into account the need for capitalizing the 
properties for rehabilitation and preserv'ation by de-coupling, refinancing, or acquisition 
by other non profits in order to preserve the properties, the purpose of HR 4679. In those 
instances, residents that are not receiving section 8 assistance would not be eligible for 
enhanced vouchers. In such cases either the residents would be subject to rent increases 
or displacement or the transactions would not be viable. In these cases, AAHSA believes 
enhanced vouchers should be available as a presen'ation tool. 
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Finally, there are two other presert'ation tools that merit the Congress’ attention as you 
are considering preservation strategies. One is the implementation of Section 8 (bb) of the 
US Housing Act of 1 937 that permits the transfer of section S contract authority to other 
contracts. Members tell us that as they review projects for acquisition, they run across 
properties that simply should not be rehabilitated. The costs are prohibitive even with 
section 8 assistance, tax credits, HOME funds, CDBG funds, and all the gap financing 
that is available. In those instances, the property should be demolished - the section 8 
contract transferred and used elsewhere. HUD now rescinds any section 8 contract 
authority that will be unused notwithstanding their authority to reuse or transfer such 
authority. 

A second preservation tool although it is not tied closely with mortgage maturation is exit 
tax relief For profit owners now considering prepaying their mortgages or selling their 
properties and leaving the affordable housing inventory may be induced to sell their 
properties to non profit sponsors who agree to maintain the housing as affordable 
housing. Often the lack of exit tax relief is all that stands in the way of preservation. 
AAHSA would encourage members of this Committee to support exit tax legislation with 
members of the Ways and Means Committee. 

Thank you for this opportunity to express our views about the GAO Report, HR 4679, 
and other preservation strategies. Please direct all inquiries about this testimony to Nancy 
Libson @ (202) 508-9447 or nlibson@aahsa.org. 
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The Honorable Robert W, Ney 
Chairman 

House Financial Services Committee 
Housing and Community Opportunity Subcommittee 
B-303 Rayburn House Office Building 
Washington, DC 20515 

Dear Chairman Ney; 

I am writing to request that the enclosed statement by the National Housing 
Conference on the preservation of existing affordable housing be inci uded in the 
record at the Housing and Community Opportunity Subcommittee hearing on 
July 20, 2004. 

Sincerely, 


Conrad E. Egan 
President and CEO 


Enel: NHC statement on the presentation of existing affordable 
housing 


National Housing Conference • 1801 K Street, N.W., Suite M-lOO • Washington, DC 20006-1301 
Telephone (202) 466-2121 • Fax (202) 466-2122 • Web Site: w^x'w.nhc.org 
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Snhc 

The United Voice for Housing 


NATIONAL HOUSING CONFERENCE 

STATEMENT ON THE PRESERVATION OF EXISTING AFFORDABLE HOUSING 


The National Housing Conference (NHC), a prominent and broad-based housing policy organization, supports 
the continued preservation of existing affordable housing and welcomes the introduction of the “Displacement 
Prevention Act of 2004” (H.R. 4679) by House Financial Services ranking member Representative Barney 
Frank (D-MA) to help preserve the existing inventory of affordable, privately owned, HUD-assisted, 
multifamily housing. 

According to a January 2004 General Accounting Office (GAO) report, more than 193,000 subsidized units 
may be lost as property owners who hold HUD mortgages pay them off. Once the mortgages are paid ofFlow- 
income tenants may have to pay market-rate rent or find another subsidized unit. 

NHC believes that the U.S. Department of Housing and Urban Development (HUD) needs a long-term, well 
thought out plan to preserve its current inventory. Properties receiving HUD assistance are in many cases 
aging and in need of repair and in certain instances HUD-assisted properties have become troubled. We see 
H.R. 4679 as a positive step toward such a plan, taking the financial and physical viability of the inventory into 
account. 

NHC applauds the bill’s proposal to use $675 million in previously allocated, but unused, housing funds to 
prevent the displacement of low- and moderate-income individuals residing in Section 221(d)(3) and Section 
236 assisted housing. In our statement on the FY 2005 budget, issued on February 4, 2004, NHC pointed out 
that the President’s budget request included “a proposal that would rescind $675 million in funding Oiat should 
be used to support the much needed preservation of older assisted properties.” NHC is pleased to see a 
proposed use of these formerly appropriated funds that benefits the current older assisted housing inventory, 

NHC appreciates that this valuable resource could be used to fund activities including property rehabilitation, 
assistance to facilitate purchases of at-risk properties by mission-driven entities and annual payment assistance 
to help owners cover the difference between subsidized rents and comparable market-rate rents. NHC also 
supports the concept that in exchange for this assistance, o\\Tiers would be required to maintain the property as 
affordable for low-income households for at least 10 years beyond the original date of mortgage maturity, 

The National Housing Conference thanks Representative Frank for his leadership on this issue. 


### 


For more than 70 years, the National Housing Conference (NHC) has been the nation’s foremost public policy and 
housing advocacy organization, A coalition of affordable housing experts from the public and private sectors, it is an 
essentia] source of broad, nonpartisan information concerning national housing policy. For more information on NHC 
and its publications, please go to ^^'w.nhc.ort* . 


National Housing Conference • 1801 K Street, N.W., Suite M-lOO • Washington, DC 20006-1301 
Telephone (202) 466-2121 • Fax (202) 466-2122 • Web Site: w\i'w.nhc.org 
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Russel) T. Davis 

Administrator, Rural Mousing Service 
D.S. Department of Agriculture 

Before the 

House Subcommittee on Housing and Community Opportunity 
House Committee on Financial Services 

July 20, 2004 

Mr. Chairman and members of the Subcommittee, thank you for this opportunity to 
testify on the preservation of the U.S. Department of Agriculture (USD A) Rural Development 
financed multi-family housing properties. The efforts to preserve the multi-family housing 
portfolio remain a top priority of this Administration. At stake is an important affordable 
housing option in rural communities that addresses a critical need for rural residents with few 
housing alternatives. 

Background 

Under the multi-family housing programs. Rural Development makes loans to provide 
affordable multi-family rental housing for very low-, low--, and moderate-income families, the 
elderly, and persons with disabilities; and loans and grants for the development of housing for 
domestic farm laborers. As of May 2004, the nearly $12 billion portfolio consisted of over 
460,000 units and over 1 7,000 properties. 

Under the Section 5 1 5 program, market rate loans are made for terms of up to 50 years to 
developers to construct, purchase, or rehabilitate rental housing in rural areas. Subsidized loans 
are made at an interest rate reduced to one percent through the use of interest credits. Loans are 
made to for-profit developers, non-profit corporations and public bodies. 
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Section 514 loans are made to farmers, associations of fanners, family farm corporations, 
Indian tribes, nonprofit organizations, public agencies, and associations of farm workers. 
Ts'pically, loan applicants are unable to obtain credit elsewhere, but in some instances, farmers 
able to get credit elsew'here may obtain loans at a rate of interest based on the cost of federal 
borrowing. Section 516 grants are made to farm worker associations, nonprofit organizations, 
Indian tribes, and public agencies. 

The Section 538 guaranteed loan program provides federal government guarantees for 
loans made by commercial lenders to developers of multi-family housing for low - and moderate- 
income tenants in rural areas. The U.S. Department of Agriculture guarantees up to 90 percent 
of a loan made by a qualified lender. 

Rural Development has two primary types of multi-family housing properties - elderly 
and regular. Our annual tenant data, last collected in January 2004, show the following 
characteristics of households residing in multi-family housing properties financed by Rural 
Development: 

• The average adjusted median household income w'as only $9,452. 

• 94.3 percent of the tenant households meet the statutory definition of very low'-income, 

w'hile an additional 4,75 percent meet the definition of low-income. Together, over 

99 percent of all households are very low or low'-income. 

• 57.2 percent are classified as elderly or handicapped'disabled headed households. 

• 72,6 percent of households are headed by w'omen. 

• 28.5 percent of households are headed by minorities. 

Because of the population we serve, Rural Development uses different methods to keep 


rents affordable: 
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• Approximately 95 percent of new construction properties financed under the Section 5 1 5 
program over the past 1 8 years use low-income housing tax credit proceeds as an 
additional source of development financing- Additional sources of funds come from Slate 
Housing Finance Agency direct loan funds and tax-exempt revenue bonds, U.S. 
Department of Housing and Urban Development (HUD) HOME funds, and loans made by 
financial institutions participating under the Affordable Housing Program through the 
Federal Home Loan Bank network. 

Rural Development is proud of our efforts to encourage partnering in our multi-family 
housing programs. Leveraging our funding with other loan or grant funds results in 
savings to our borrowers, who are then able to help reduce rents charged to our tenants. 

• Section 521 Rental Assistance is used to further subsidize rents to an affordable level. 

This is a property-based program that provides the subsidy to property owners in 
exchange for reducing a certain number of tenants’ rents to no more than 30 percent of 
their incomes. As of May 2004, approximately 269,668 units in the portfolio are aided by 
rental assistance payments. 

The Prepayment Process 

An owner seeking to prepay their Section 515 loan must submit to a process required by 
statute. If Rural Development determines that the owner is qualified to prepay and eligible to 
receive an incentive, the owner is offered a financial incentive to stay in the program and 
continue the property’s restrictive-use status for at least an additional 20 years. Under 
restrictive-use status, the borrower ensures that rents will remain affordable for tenants. 
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Projects funded prior to December 1989 are eligible to prepay. Any pre-1989 projects 
without restrictive use provisions are also eligible to receive incentives. Incentives include 
equity loans, increased return on investment, and additional rental assistance. If the borrower 
accepts the incentive, they sign a new restrictive-use provisions and the property remains 
affordable. During FY 2003, Rural Development preserved 2,069 units of housing in 76 projects 
through the incentive and equity loan process, using over $2 1 .5 million in Section 5 1 5 funding 
and $5.8 million in Section 521 Rental Assistance. 

If the borrower rejects the incentive package. Rural Development determines if the 
prepayment will negatively affect housing opportunities for minorities and if there is a continued 
need for the affordable rental housing. 

If the prepayment would negatively affect minorities. Rural Development requires the 
owner to advertise the project for sale to qualified nonprofit organizations and public agencies. If 
no offer from an eligible non-profit or public agency is received within 180 days, the borrower 
may prepay with no further restrictions. Since this outcome could adversely affect tenants, it is 
critical that an interested and qualified non-profit organization or public agency be available to 
help prevent the loss of affordable housing. 

If the prepayment would have no impact on minorities, but there remains a need for the 
housing, the borrower may prepay, provided they agree to protect current tenants from profit 
motivated rent increases, as long as the tenant remains in the property. 

If there is no impact on minorities or no need for the housing, the borrow er may prepay 
with no further restrictions. On average over the last four years, approximately 1 00 Section 5 1 5 
projects prepay annually, a third of which prepay w'ith no restrictions. 
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During FY 2004, over 800 Rural Development financed properties became or will 
become eligible to apply for incentives, having met their 20-year restrictive-use requirement. 

This adds to the current level of approximately 6,900 projects with no existing restrictive-use 
agreements. Over the next five years, the number of properties eligible for incentives is expected 
to grow by about 4,000, as the restrictions expire for the remainder of projects initially funded 
with 20-year restrictions between 1979 and 1989. The number of projects that either have 
prepaid or received incentives has been fairly steady over the last five years. 

Preservation Initiatives 

Recently, Rural Development has refocused our attention on resolving the issues 
surrounding prepayment and the preservation of the portfolio and has taken a number of positive 
steps. We designated a State multi-family housing preservation coordinator to concentrate 
preservation efforts through one individual in each State. Section 515 and Section 521 Renta! 
Assistance funds have also been made available in an attempt to resolve some of the preservation 
cases currently in court that had the potential to displace tenants. 

Rural Development has also made extensive use of existing servicing authorities to 
facilitate the preservation process. These include the use of subordination authorities to 
encourage and expand the use of third party funds. We have allow'ed for new asset management 
fees to encourage non-profit participation. We will also utilize the advance available to non- 
profit purchasers, which increased from $10,000 to $20,000. 

Earlier this year, we reported that a comprehensive program assessment was being 
conducted and would provide an analysis of the Section 515 properties in our portfolio. The 
physical and market analyses have been completed and w'ill be available in the near future. 
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W e are currently developing and examining a number of options that will enable us to 
offer several positive alternatives to rural housing program borrowers. Progress continues to be 
made and we can note certain achievements which include; 

• Finalization of a new' Administrative Notice (AN) that explains how fundamental 
revitalization principles are incorporated into the transfer program. The transfer program 
facilitates the transfer of properties, their multi-family housing loans, and rental assistance to 
new owners. This process is usually completed using a third party. The AN also provides 
guidance on streamlining the existing transfer process and suggests new' methods for using 
existing rural housing program authorities to make preservation transactions w'ork. 

• Collaborating w ith Rural Development’s Rural Business and Cooperative Service to 
encourage the use of cooperative housing ownership structures to preserve affordable rental 
housing. The concept of empowering tenants facing displacement to take ownership into 
their own hands offers an innovative use of program authorities at a time W'hen it is difficult 
to find conventional entities willing to take on the challenges of rural rental housing property 
ownership. 

• Working closely with Fannie Mae and Freddie Mac to establish a simplified process of 
securing secondary financing for both rehabilitation and equity loans provided by third party 
lenders. Both organizations are committing significant time and resources to develop and 
establish a newy steady source of preservation financing. The process w'ill be facilitated by 
w'ritten guidance issued by both Fannie Mae and Freddie Mac on how lenders are to obtain 
financing for transactions that support rural rental housing revitalization proposals. We are 
w'orking with Freddie Mac to administer a pilot that W'ill be implemented in Ohio and Indiana 
this summer. 
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The completion of the Adirondack Apartment transfer transaction is a successful example 
of how Rural Development and Fannie Mae have worked together to preserve a much needed 
property in upstate New York. By working together, a 40-unit property with Section 8 
assistance has been purchased and repaired using financing sold on the secondary market 
through Fannie Mae. The property is now situated to continue to provide much needed 
affordable rental housing well into the future. 

Interim Rule 3560 - Prepayment Policies and Procedures 

Interim final rule 3560 consolidates 13 regulations and a number of administrative 
notices affecting Sections 514, 515, 516, and 521 multi-family housing programs. A significant 
number of the 3,000 comments received on proposed mle 3560 focus on the prepayment process. 
Borrowers commented that the process was complex and difficult to understand. In response, 
interim final rule 3560, which is expected to be published this fall, will streamline the policies on 
the prepayment process. 

One change will be in the area of incentives. The interim final rule clarifies the policy on 
incentives and adds several requirements to help ensure that available funding is used efficiently 
to benefit the program. For example, the interim final rule more clearly outlines the process a 
borrow'er must follow when requesting permission to prepay and be deemed eligible to receive 
incentives. 

In addition, the interim final rule clarifies that third party equity loans are an option for 
borrowers who are seeking equity loans through the prepayment process. The use of third party- 
equity funding stretches incentive funds by providing resources from alternative funding sources. 
All proposed third-party incentive loans must be underw-ritten and review-ed to the same standard 
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as Section 515 lending to ensure that no property is made financially unfeasible as a result of a 
third party loan. 

We continue to work with industry partners to develop options for the preservation of the 
portfolio. Completion of the comprehensive program assessment and implementation of 
recommendations to improve program efficiency will enable us to better utilize available 
resources and identify opportunities for continuing partnership efforts. 

Rural Housing Program Update 

I am pleased to provide you with an update on current highlights from our other major 
programs. 

Community Programs 

The Community Facilities program provides essential community facilities and services 
such as schools, fire protection, rescue services, public safety, medical facilities, and childcare 
centers to rural communities. 

The Bush Administration has, during the first three quarters of FY 2004, assisted 76 rural 
communities by investing over $88 million in educational and cultural facilities, $36 million in 
fire, rescue, and public safety facilities and services to 206 rural communities, and over 
$154 million in health care facilities in 93 rural communities. Funding for these types of facilities 
totaled in excess of $375 million. The remaining balance w-as used for other essential community 
facilities. Over $81 million of total funds expended financed 126 projects that meet the Bush 
Administration’s U' Responder Initiative program requirements. For example in Lauderdale, 
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Tennessee, we provided $21,500 to the Lauderdale County Rescue Squad to finance a watercraft 
for water rescues. So far in FY 2004, we have funded 290 direct loans totaling in excess of 
$227 million, 62 loan guarantees totaling in excess of $84 million, and 267 grants totaling almost 
$6 million. By the end of FY 2004, we project to have participated with local governments, state 
governments, non-profit corporations, and Federally-recognized Indian Tribes in financing more 
than 375 new or improved public safety projects, 120 new and,lor improved medical facilities, 
and approximately 1 10 new and 'or improved educational facilities. 

In response to the Administration’s Faith-Based and Community Initiatives, we have 
funded 4 projects totaling over $1 1 million. In theTowmship of Springfield, Ohio, the Word of 
Life Outreach Center, Inc. is building a new 5,500 square foot community outreach building to 
house its food bank, clothing bank, and adult daycare center. Rural Development is providing a 
direct community facilities loan of $650,000 for this project. 

Single Family Housing 

Homeownership is the cornerstone of the Bush Administration’s efforts to increase 
economic assets and the financial strength of rural American.s. USDA Rural Development’s 
single-family housing programs provide opportunities for rural Americans with very low- to 
moderate-incomes achieve homeownership. The Bush Administration has invested more than 
$1 1 billion to assist over 130,000 rural families realize their dreams of homeownership. 

So far in FY 2004, over $2.3 billion has been made available as loan guarantees of 
private sector loans. $786 million in direct loans has been used to create housing opportunities 
for low and very low-income families. In the 504 loan and grant program, over $45 million has 
already been provided to assist elderly persons and very low -income families that own homes in 
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need of repair. Additionally, $1 8.5 million has been provided through our self-help housing 
program. 

In response to President Bush’s Minority Homeownership Initiative, in October 2002 
USDA issued a Five Star Commitment to expand homeownership opportunities among 
minorities. Minorities comprise approximately 13 percent of Rural America. As of July 1, 2004, 
we have provided 32,894 direct and guaranteed homeownership opportunities with 
approximately 1 8 percent going to minorities. Of the 27,273 first-time homebuyers receiving 
assistance from Rural Development, 20 percent are minorities. 

In conjunction with the Bush Administration’s homeownership initiative, USDA 
recognized National Homeownership Month in June by holding over 1 50 events nationwide. 
These events included housing fairs, homebuyer education seminars, groundbreakings and 
building of self-help housing developments. Department of Agriculture Secretary Ann Veneman 
and many high level USDA officials were able to participate in many of these events. In 
addition, USDA Rural Development, as a Dream Team member, partnered with HUD and 
participated in Homeownership Expos in Las Vegas, Nevada and Miami, Florida. 

Conclusion 

Mr. Chairman and members of the Committee, we thank you for your support, and with 
your continued support, Rural Development looks forward to improving the quality of life in 
rural America by providing housing opportunities and building competitive, active rural 
communities. 

We recognize that we cannot address the homeownership and rural community facilities 
issues alone, and this Administration wall continue to identify and work with partners to improve 
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the lives of rural residents. We will continue to re^h out to and partner with lenders, the many 
non-profit organizations, as well as federal, state, local, and Indian Tribal governments to meet 
the housing and community needs of low-income families and individuals in rural communities. 
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